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HAMPTON VA

December 2, 2015

Honorable Mayor, Members of the City Council,
City Manager and the Citizens of the City of Hampton

Hampton, Virginia

We are pleased to submit the Comprehensive Annual Financial Report (CAFR) of the City of Hampton, Virginia (the City) for the
fiscal year ended June 30, 2015. State law requires the City to publish, at the close of each fiscal year, a complete set of financial
statements presented in conformity with generally accepted accounting principles (GAAP) and audited in accordance with Government
Auditing Standards by a firm of licensed certified public accountants. This report has been prepared by the Department of Finance and
the report does comply with state law and guidelines and of the Auditor of Public Accounts of the Commonwealth of Virginia.

The City’s Management assumes full responsibility for the accuracy, completeness, and reliability of all information presented in this
report. We believe the data, as presented, is accurate in all material respects and is presented in a manner designed to fairly set forth
the financial position and results of operations of the City as measured by the financial activity of its various funds. All disclosures
necessary to enable the reader to gain the maximum understanding of the City's financial affairs have been included. In order to
provide reasonable, but not absolute, assurance regarding the data, the management of the City has designed a framework of internal
accounting controls to protect the City’s assets from loss of unauthorized use or disposition, provide reliability of financial records for
preparing financial statements and maintain the accountability for assets.

The concept of reasonable assurance recognizes that the cost of a control should not exceed the benefits likely to be derived; and that
the evaluation of costs and benefits requires estimates and judgments by management. We believe that the City's internal accounting
controls adequately safeguard assets and provide reasonable assurance of proper recording of financial transactions.

State law requires that the financial statements of the City be audited by a certified public accountant. Cherry Bekaert LLP, Certified
Public Accountants have audited the City's financial statements. As a result of an audit of the City’s financial records and transactions
of all funds, component units and departments of the City, Cherry Bekaert LLP has concluded that the financial statements are in
compliance with generally accepted accounting principles and have issued an unmodified opinion on the City of Hampton’s financial
statements for the year ended June 30, 2015. The independent auditor’s report is presented as the first component of the financial
section of this report.

GAAP requires management to provide a narrative introduction, overview, and analysis to accompany the basic financial statements in
the form of Management’s Discussion and Analysis (MD&A). This letter of transmittal is designed to complement the MD&A and
should be read in conjunction with it. The City’s MD&A can be found immediately following the report of the independent auditor.

Profile of the City

Background

The City of Hampton, Virginia, settled in 1610, is the oldest English-speaking community in continuous existence in the United States.
The City was incorporated on March 30, 1908 and has operated under its existing charter since December 16, 1952. Its boundaries
were extended on July 1, 1952 through the annexation of Elizabeth City County and Phoebus. The City is comprised of 72 square
miles, including 54.7 square miles of land and 17.3 square miles of water. Hampton is situated at the extreme southeastern tip of the
Lower Peninsula of Virginia. It is bounded on the west by the City of Newport News, on the north by York County and the City of
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Poquoson, on the east by the Chesapeake Bay and on the south by the Harbors of Hampton Roads. Hampton is part of the Norfolk-
Virginia Beach-Newport News Metropolitan Statistical Area (MSA).

As of the July 1, 2014, current estimated population in Hampton was 138,545.

Hampton is an independent, full-service City with sole local government taxing authority within its boundaries. It is empowered by
state statute to levy property taxes on real and personal property located within its boundaries. The governing body of the City is an
elected City Council composed of a mayor and six (6) council members. The Mayor and City Council members are elected for four
(4) year terms in general elections held every two (2) years. The City Council appoints the City Manager who acts as the Chief
Executive Officer of the government. The City Manager serves at the pleasure of the Council and is charged with the responsibility of
carrying out their policies, directing business procedures, and appointing and removing all department heads and city employees.

As a full-service city, Hampton provides a broad range of municipal services to its citizens. Those services include public safety,
education, public works, refuse-collection, recreation, building inspection, public health, social services, planning, community
development, etc. The City of Hampton and its citizens purchase their water and sewer service directly from Newport News
Waterworks and Hampton Roads Sanitation District, respectively.

During fiscal year 2015, several awards and recognitions were received by the City of Hampton. They are listed below:

o The City's Fleet Services Department was named the 17th best fleet operation in North America by Governing Magazine. The
department, which manages and services the city's cars and trucks, was singled out for its "uses of technology, accountability,
pricing, customer service, innovation, efficiency, and continuous improvements", noted judges. The award also noted the
department's "reflection of the culture of public service."

¢ In addition, the City's Fleet Services Department earned the Blue Seal of Excellence from the National Institute for Automotive
Service Excellence for the training level of their certified technicians.

o The City's Budget Department received the Government Finance Officers Association Distinguished Budget Presentation Award for
the FY'15 Budget document.

o For the thirteenth time Hampton was named as one of the most technologically-advanced cities in the nation by the Center for Digital
Government. The survey focuses on results achieved by cities through the use of technology in operating efficiencies, realizing
strategic objectives, innovative or creative solutions or approaches, effective collaboration and transparency measures.

Budgetary Systems

The annual budget serves as the foundation for the City of Hampton’s financial planning and control functions. The City must
appropriate funds for both the City and school system operation in accordance with state law. The appropriated budget is prepared by
fund, function, (e.g. public safety) and department (e.g. fire). The City Manager is authorized to transfer budgeted amounts within the
General Fund; however, revisions that alter the total appropriations for a department must be approved by City Council. Transfers
within the School Operating Fund are under the control of the School Board.

Component Units

The financial reporting entity includes all funds of the primary government (the City), as well as its component units. Component units
are legally separate entities for which the City is financially accountable. The City has included the financial data of four discrete
component units which are legally separate entities: Hampton City School Board, Economic Development Authority (EDA), Coliseum
Central Business Improvement District, Inc. and Downtown Hampton Development Partnership, Inc.
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Economic Conditions and Outlook

Local Economy

The City’s central location in the Norfolk-Virginia Beach-Newport News Metropolitan Statistical Area (MSA) affords its businesses
the ability to take advantage of resources offered throughout the area. Hampton’s many business amenities have attracted a long list of
prosperous and well-known national and international companies. Manufacturing, technology, retail services, distribution, and federal
installations comprise the major components of economic activity within the City.

The City’s strategic location and economic development activities offer its residential civilian labor force a wide range of employment
opportunities. Hampton businesses draw from the largest regional workforce between Washington, D.C. and Atlanta, with over
824,000 highly educated, skilled, and technically trained workers. Each year, over 13,000 trained and disciplined personnel exit the
military. Many of these persons elect to stay in the area and look for private sector employment, and there are over 25,000 military
spouses available to work. In addition, there are almost 100,000 students attending the region’s eight universities and four community
colleges with an estimated 14,000 graduates per year.

The effects of the economic downturn continue to impact the national, state, and regional economies. The federal government’s budget
sequestration also continues to be a drag on the region due to the large federal presence in the area. However, Hampton Roads is
continuing to gradually recover with the region’s economy, as measured by Gross Regional Product, expanding at a rate of 1.3%
percent in 2014. The other legs of the regional economic stool, the tourism industry and the port, are seeing positive growth. Port
growth has been a bright spot with General Cargo Tonnage increasing 10.7% from June 2014 to June 2015, while growth in the
tourism industry has been solid with hotel revenue increasing 5.4% over the past year. Employment growth continues to be sluggish
with Civilian Nonfarm Jobs increasing 0.8%. The region’s unemployment rate has come down from 5.8% to 5.4%, compared to the
5.3% national rate. Hampton’s unemployment rate has decreased to 6.5% as of June 2015, versus 6.8% last year.

There are other positive signs for the regional economy. The drag of sequestration may soon be relieved, as there appears to be a
consensus building in Washington to relax budget-spending caps. Even with the spending caps in place, the budgets for Langley Air
Force Base, NASA Langley Research Center and the Veterans Administration hospital in Hampton have all seen some budget growth
recently. Prospects for continued growth at the port is also strong as its natural deep-water harbor is one of the few places on the east
coast of the country that can take the largest container ships traveling the oceans today. Hampton, being in close proximity to the port
and at the intersection of 1-64 and 1-664, is well situated to take advantage of future growth at the port. In fact, the City saw strong
demand for warehouse space as the Port of Hampton Roads experienced increased traffic due to the labor dispute at the Port of Los
Angeles this year. Hampton also continues to see positive results from tourist destinations like the Boo Williams SportsPlex and
business at the Convention Center continues to recover.

It also appears that the real estate market is beginning to stabilize after years of decline. While we saw a decline from 2014 to 2015 of
7%, this decline is approximately one-third of the prior year’s decline and we are starting to see some stabilization in assessments
driven by commercial and multifamily properties that will get us back to positive growth in the future.
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Economic Development

The City is home to two institutions of higher education: Hampton University and Thomas Nelson Community College. Hampton
University has been educating scholars and leaders for over 140 years. Hampton University provides a broad range of technical, liberal
arts, pre-professional, professional, and graduate degree programs and has over 6,000 students enrolled. It is located in Hampton
Virginia’s downtown area on the waterfront. The University is ranked among the top southern universities in the regional university

category in the 2015 U.S. News and World Report — Best Colleges rankings.

Thomas Nelson Community College offers planning and strategic partnerships with economic development entities on the Virginia
Peninsula. Services include targeted workforce development, strategic planning, joint grant opportunities, pre-employment training,
employer/industry customized training programs and availability of fully equipped training facilities including classrooms, labs, and
flexible manufacturing and industrial training spaces. Old Dominion University’s Peninsula Higher Education Center has combined
with Thomas Nelson Community College to promote the advancement of knowledge here on the Peninsula. It is a state-of-the-art
academic facility designed to support a wide array of graduate and undergraduate programs that meet the needs of the local
community. Its location makes it convenient for residents to complete their bachelor degrees and for health and other professionals to
complete their education through the doctorate level. The Peninsula Center offers 24 undergraduate and 25 graduate programs with
over 200 classes scheduled each week.

The City of Hampton continued to amplify its economic development efforts to attract new businesses while expanding and retaining
existing businesses thereby creating new jobs. Hampton’s central location and its skilled workforce are two economic assets that
allowed it to persevere through the recession and continue its economic prosperity during the recovery period. A diversified business
community, fueled by the flow of private and federal funding, propels Hampton’s stable growth

The private sector accounted for more than $72 million in new investment in the city ($56 million in commercial and industrial
investment and $16 million in retail investment). It is also important to note that the commercial and industrial investments resulted in
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1,591 new jobs being created, and the retail investments resulted in 373 new jobs being created. The federal sector accounted for over
$80 million in new investment.

One of Hampton’s largest economic development projects in recent years was recently completed. FedEx Ground opened a $40
million, 200,000 square foot package distribution center on a 22 acre site in the Langley Research and Development Park. It is
projected that 220 warehouse package handlers and office workers and 144 drivers and their assistants will occupy this facility during
normal and peak periods of the operation. In addition to this facility being supported by a skilled local and regional workforce, the
immediate access to Interstates 64 and 664 made this the ideal site for this Fortune 500 Company

Hampton’s economic growth will continue as the City continues its focus on cultivating its primary industry clusters of aerospace,
communications, homeland security and defense, advanced manufacturing, and medical. Utilizing assets such as the Hampton Roads
Center North Business Park, a 220 acre shovel ready site for development, Hampton will continue to market to the national and
international investment community to expand upon its economic development successes. Hampton citizens will also benefit as new
high wage and high skilled jobs are created in the City. This in turn will facilitate and support the expansion of Hampton’s retail
assets.

The following charts highlight some of the fiscal year 2015 economic development activity:

New Business Sector Investment

FedEx Ground Logistics/Distribution $ 40,000,000
Rite Aid Retail $ 6,550,000
CVS Retail $ 2,800,000
Wal-Mart Neighborhood Market Retail $ 2,000,000
Liberty Source Financial Services $ 1,560,000
Ferguson Wholesale/Distribution $ 1,080,000
Expansion Business Sector Investment

AMSEC, LLC Industrial Design Services $ 3,500,000
Consentino Logistics/Distribution $ 2,200,000
TPMG Hampton Family Medicine Medical $ 1,582,000
Eagle Distributing Enterprises,Inc. Transportation Equipment and Supplies $ 1,100,000
M2 Pictures Information $ 1,000,000
Registrar Corp Business and Professional Services $ 1,000,000

Military, Federal Research Facility and Veterans Medical Center

Langley Air Force Base is the oldest continuously serving active installation in the United States and headquarters for the Air Combat
Command. It is also home to the U.S. Air Force’s First Fighter Wing with one-third of the Nation's Air Superiority Fighter Aircraft,
the F-22 Raptors stationed there. Covering 2,900 acres, Langley has more than 9,500 military personnel and approximately 3,250
civilian employees with a combined payroll of over $697 million. For the fiscal year 2013-2014, Langley Air Force Base’s economic
impact analysis stated the base had a total economic impact of $1.1 billion to the local community. The fiscal year 2015 active
construction program totaled $54.4 million - of which $4.9 million was design cost and $49.5 million was actual construction.

The National Aeronautics and Space Administration's NASA Research Center is located in Hampton adjacent to Langley Air Force
Base. The Center is an important national resource serving inherent government functions such as aeronautics, science, space
technology, human space exploration, climate research and the air transportation system. In 2015, Langley employed 3,600 people.
Approximately 1,900 were civil service employees and 1,700 were private-sector employees working on or near-site for companies
that were contracted to provide support for NASA. For fiscal year 2016, $120 million is planned for the active construction program at
NASA Langley. NASA covers 788 acres with 166 buildings with a replacement value of $3.5 billion. The Virginia Air and Space
Center, located in downtown Hampton, serves as the official welcome center for NASA Langley. NASA Langley’s economic output to
Virginia was nearly $1.1 billion which generated over 10,000 jobs throughout the Commonwealth of Virginia and Hampton Roads



region in fiscal year 2014. Its impact on the Hampton Roads region was $782 million supporting approximately 5,600 jobs.

The Hampton Veterans Affairs Medical Center (HVAMC) is located on 85 acres with 45 significant buildings. Active construction for
fiscal year 2014 totaled $58 million of which $6.1 million was for design and $51.4 million was actual construction. The HVAMC has
over 1,750 employees with an annual operating budget of $285 million. They are the fastest growing VA Medical Center in the Nation
serving a population over 400,000.

General Government Financial Operations

All general governmental operations are accounted for in the General, Special Revenue, Capital Projects and Debt Service Funds.
Substantially all recurring revenues and expenditures are accounted for in the General Fund and the School Operating Fund (included
in the Discretely Presented Component Unit-School Board financial statements).

Total revenues, expenditures, and other financing sources and uses, for the General and School Operating Funds are as follows:

000's Omitted
Percent Increase
2015 2014 (Decrease)

Revenues and Other Financing Sources:
General Fund $317,220 $317,305 (0.03)
School Operating 123,849* 126,833* (2.35)

Total 441,069 444,138 (0.69)
Expenditures and Other Financing Uses:
General Fund 244,565* 244,674 (0.04)
School Operating 197,160%* 195,064 1.07

Total (441,725) (439,738) 0.45

Net change

to fund balance $(656) $4,400

*Excludes payments between the General Fund and School Operating Fund

The General Fund revenues and other financing sources were relatively flat when compared to fiscal year 2014, decreasing by
approximately $127,500 or 0.03%. Current year real estate tax revenues decreased by $1 million from fiscal year 2014. The decline
was due to a decrease in assessed values. Current personal property tax revenues increased by $1.1 million over the previous fiscal
year. The personal property tax rate was increased by City Council from $4.25 to $4.50 per $100 of assessed values effective January
1, 2015. In the other local taxes category, meal and sales taxes grew by approximately $0.5 million and $0.7 million, respectively,
over fiscal year 2014. Business license revenues decreased by $0.6 million from fiscal year 2014. This decline in business license
revenues was primarily due to refunds.

General Fund expenditures decreased by approximately $109,000 from the fiscal year 2014 amount. This decrease is due to other
financing uses, primarily transfers to the Capital Projects Fund offset by increases in expenditures from General Government and
Culture and Recreation. Transfers to the Capital Projects Fund decreased by $4.03 million due to greater activity in fiscal year 2014
for the Hampton City Schools “One to One” Technology Project and a decrease in VDOT revenue sharing projects. For fiscal year
2015, a 3.0% or $2.9 million increase in the General Government category is the result of a one-time performance payment to
employees totaling approximately $2.6 million. The Culture and Recreation category increased by $1.05 million mainly due to an
increase in School maintenance ($0.7 million), $0.3 million for personnel for the community centers and the Performing Arts Center
formerly known as the Teen Center.

The School Board Operating Fund revenues decreased by approximately $3.0 million or 2.35% over fiscal year 2014. State revenues
decreased by $2.8 million. This decline resulted from a reduction in 345 students over the previous year. Average Daily Membership
(ADM) dropped from 20,226 in fiscal year 2014 to 19,881 in fiscal year 2015. The most significant decreases were for Special
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Education ($2.7 million), Salary Supplements ($1.5 million) and Assistance with Retirement ($1.3 million).The School Board
primarily had increases in revenues for At-Risk ($.541 million), Remedial Education ($.421 million), K-3 Primary ($.318 million) and
Sales Tax ($.782 million). Federal and Other funds decreased by $.171 million or 6.82%. The Local Contribution from the City
increased slightly from the previous year by $.339 million or .48%.

The School Board Operating Fund expenditures increased by $2.1 million or 1.07% over fiscal year 2014 due mainly to an increase in
spending for technology, instruction, administration, attendance and health. Expenditures for Transportation as well as Operations and
Maintenance decreased from 2014. Technology expenditures increased approximately $2.4 million during fiscal year 2015 while
Administration, Attendance and Health increased $.359 million. Technology’s increase was due primarily to purchases of computers
and iPads. The iPad purchases were for students in the 1:1 initiative program. Transportation costs decreased slightly ($.51 million)
due to a slight decline of average fuel costs. Operation and Maintenance expenditures decreased in 2015 by $.6 million due to a
reduction in contractual services.

The graphs of the 2015 General Fund and School Operating Fund revenues and expenditures are as follows:

Revenues $441,068,523

Recovered Costs 0.2% 5.2% Other

\ ‘ /70.6% Transfers from Others

41.7% Intergovt.

Local Taxes 52.3% —
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Expenditures $441,725,118

4.3% Human svcs.
3.9% Other

13.0% Transfers to Others

Education 45.0% ——

T
22.9% General Govt.

n
10.9% Public Safety

* Zero Data, Debt Svcs.

Long Term Financial Planning

In the years 2015-2019, $224.3 million is scheduled for City and School projects. The following summarizes these projects:

e Education $47.3 million
e Hampton’s Waterways $21.0 million
e Maintenance of Public Properties $66.1 million
e Master Plans $14.2 million
o Neighborhood Support $1.7 million
o Other Economic Development Support $3.9 million
e Other CIP Projects $9.8 million
¢ Public Safety $7.3 million
o Streets and Infrastructure $53.0 million

Financial Policies

In April 2007, the City Council amended its existing financial policies. The financial policies relate to general operating elements of
the City. These polices are used as financial planning parameters during the annual budget process. The five (5) financial policies and
the actual results are summarized below:

1. Debt Policy Limit. (a) General obligation debt shall not exceed 3% of the assessed value of all real estate within the City subject to
taxation. At June 30, 2015, general obligation debt totaled $270 million or 2.65% of taxable real estate value, which was within the
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policy parameter.

(b) General obligation bonded debt together with indirect debt, which includes certain revenue backed debt and subject-to-
appropriation or moral obligation commitments, and debt of certain special purpose entities (i.e. Community Development Authority)
shall not exceed 4.5% of the assessed value of all real and personal property subject to taxation within the City. At June 30, 2015, this
would amount to $453 million or 4% of the assessed value of all taxable real and personal property which was within the policy
parameter.

(c) Debt of certain special purpose entities, such as community development authorities, shall not exceed 1% of the assessed value of
all real and personal property subject to taxation within the City. At June 30, 2015, this would amount to $101 million or .88% of the
assessed value of all taxable real and personal property, which was within the policy parameter.

2. Debt Service Policy Limit. General obligation bonded debt and indirect debt shall not exceed 10% of the City’s total General Fund
and the School Operating Fund expenditures. At June 30, 2015, this would amount to $38 million or 8.7% of total expenditures, which
was within the policy parameter.

3. General Obligation Debt Retirement Policy. The City shall retire at least 60% of the principal balance of general bonded obligation
debt within 10 years of the date the debt is issued. The City will retire approximately 71% of general bonded obligation debt in fiscal
year 2025 that was outstanding as of June 30, 2015.

4. Equity Funding. A minimum of 2% to 6% of general fund revenues will be applied to CIP capital projects each year. At June 30,
2015, capital expenditures were $17 million which is 4% of General Fund revenues. Also, a minimum of 10% to 15% of CIP projects
over a rolling five-year period are to be funded from general fund revenues. For the five year period, 2015 through 2019, the City
plans to use 39% of General Fund revenues on CIP projects.

5. Unassigned Fund Balance. The City will maintain an unassigned General Fund balance equal to 10% of total General Fund and
School Operating Fund revenues. To the extent unassigned fund balance falls below the policy, the shortfall shall be replenished over
a three-year period. The unassigned fund balance at June 30, 2015 was $52.1 million or 12% of actual revenues.

The City is in compliance with the Financial Policy Guidelines.

Credit Ratings
The City’s credit ratings are as follows: AA+ by Standard and Poor’s, Aal by Moody’s Investor Services and AA+ by Fitch Rating.

Major Initiatives and Accomplishments

Fort Monroe

Fort Monroe at Old Point Comfort is a National Historic Landmark and sits on a 565 acre island at the mouth of Hampton Roads with
3 miles of beaches, bayside boardwalk, 200 acres of parks and open space and spectacular views of the Chesapeake Bay. Today Fort
Monroe still stands as the largest stone fortification and moat ever constructed in North America and is complete with 174 stately
historic homes, over 1 million square feet of mainly historic non-residential space, a 332 slip marina, museum, the oldest operating
lighthouse on the Chesapeake Bay, tremendous telecommunications infrastructure and convenient access to Interstate-64.

Fort Monroe’s greatest asset is its history. The history of Old Point Comfort extends to the very beginning of the settlement of
America. Captain John Smith and the early settlers visited Old Point Comfort before establishing the settlement in 1607. After
surveying the area in 1608, Captain Smith pronounced this place a "little isle fit for a castle" and soon began the construction of Fort
Algernourne in 1609 to protect the new settlement. This began a long line of fortifications on Old Point Comfort that culminated with
the establishment of Fort Monroe as a response to the War of 1812, when the British sailed unencumbered to wreak havoc up the
Virginia coast, culminating with the burning of Washington DC and the White House. Construction of Fort Monroe began in 1819 and
was completed in 1834.

The history of African Americans and the struggle for freedom is uniquely woven into the historic fabric of this place. The first
Africans were brought to Old Point Comfort as indentured servants in 1619. The seminal event of the Civil War also took place at
Fort Monroe, where the war was transformed into a war for freedom on May 27, 1861, by Major General Benjamin Butler’s
“contraband” decision or "Fort Monroe Doctrine” where he declared that any slave who reached union lines would be considered
contraband of war and not be returned to slavery.
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Fort Monroe was identified for closure by the 2005 Base Realignment and Closure Commission and was closed by the Army on
September 15, 2011. Since that time, the Commonwealth of Virginia and City of Hampton have been preparing for closure and reuse
of the Fort to mitigate the impact of the lost economic activity from the closure. Approximately 371 of the 565 acres of the property
automatically reverts to Commonwealth ownership based on deed language when it was originally conveyed to the federal government
in the 1800s. The Commonwealth and Army are in negotiations over the disposition of the “non-reversionary” acres. As part of the
State’s partnership with the City, it was agreed that the City would receive a Payment In Lieu Of Taxes (PILOT) to cover the costs of
City services that Hampton provides to state controlled property at Fort Monroe. The PILOT is based on the City’s real estate tax
assessment and tax rate as if it were any other private property in the City, but excludes any property owned by the federal government
or used by the City.

The key priority of the City and Commonwealth has been to keep a living and vibrant community throughout the transition. On
November 1, 2011, President Barrack Obama took action to declare 245 acres of Fort Monroe a National Monument that will be
managed by the National Park Service. Studies have shown the presence of a National Park increased the value of surrounding
properties approximately 20%. Coupled with the history of Fort Monroe, the presence of the national park will also generate tourism
to the City. The Fort Monroe Authority has also been successfully renting out the historic homes and has attracted some commercial
tenants as well. Most of the existing developed area of the Fort will be subject to the PILOT and, in essence, be added to the City’s tax
rolls.

Plan to Address Sea Level Rise and Other Resiliency Issues

In June 2015, Hampton partnered with the City of Norfolk and the Hampton Roads Planning District Commission to host a five day
symposium and charette entitled: " Dutch Dialogue Hampton Roads: Living With the Water." The Dutch Dialogue concept was
pioneered by partners in the New Orleans region as they struggled with life after Hurricane Katrina. Local experts partnered with the
Royal Netherlands Embassy to engage Dutch experts to assist the New Orleans region in developing a resiliency plan for living with
the water. Hampton and Hampton Roads have embarked on a similar path.

The five day session in June 2015 was a kick-off for this effort. At the close of this session, the mayors and city managers of Norfolk
and Hampton pledged to take a leadership role in addressing sea level rise and other resiliency issues facing the region. Hampton is
now in the process of assembling a consulting team comprised of key members of the Dutch Dialogue team including experts from the
Netherlands. This team will assist Hampton and the region to develop a holistic plan to address sea level rise, re-occurring flooding
and other resiliency issues. Partnerships will include working with the City of Norfolk, the Hampton Roads Region, the City of
Newport News, the City of Poquoson as well as Langley Air Force Base, NASA Langley and research institutions like Old Dominion
University, Hampton University, and the Virginia Institute of Marine Sciences.

Awards and Achievements

The Government Finance Officers Association of the United States and Canada (GFOA) awards a Certificate of Achievement for
Excellence in Financial Reporting to governmental units that publish an easily readable and efficiently organized Comprehensive
Annual Financial Report that meets all generally accepted accounting principles and applicable legal requirements. The City of
Hampton has received this award for its Comprehensive Annual Financial Report for the fiscal year ended June 30, 2014.

A Certificate of Achievement is valid for a period of one year only. We believe our current report continues to conform to Certificate
of Achievement Program requirements. This report will also be submitted to the GFOA to determine its eligibility for a certificate.

Acknowledgments

We acknowledge, with gratitude, the continued efficient and dedicated service rendered by the Finance Department staff and the
assistance rendered by Cherry Bekaert LLP in keeping us in conformity with the rapidly changing accounting interpretations and
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Report of Independent Auditor

Honorable Mayor and Members of City Council
City of Hampton, Virginia

Report on Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the City of Hampton, Virginia (the “City”), as of and for the year ended June 30, 2015, and
the related notes to the financial statements, which collectively comprise the City’s basic financial statements as
listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not audit the
financial statements of the Downtown Hampton Development Partnership, Inc., which represents 1.2% and
0.3%, respectively, of the assets and revenues of the aggregate discretely presented component units. Those
financial statements were audited by other auditors whose report has been furnished to us, and our opinion,
insofar as it relates to the amounts included for the Downtown Hampton Development Partnership, Inc., is
based solely on the report of the other auditors. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America, the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States, and the Specifications
for Audits of Counties, Cities and Towns, issued by the Auditor of Public Accounts of the Commonwealth of
Virginia. The financial statements of the Downtown Hampton Development Partnership, Inc. were not audited in
accordance with Government Auditing Standards. Those standards and specifications require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of
the financial statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.
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Opinions

In our opinion, based on our audit and the report of other auditors, the financial statements referred to above
present fairly, in all material respects, the respective financial position of the governmental activities, the business-
type activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the City as of June 30, 2015, and the respective changes in financial position and, where
applicable, cash flows thereof and the respective budgetary comparison for the general fund for the year then
ended in accordance with accounting principles generally accepted in the United States of America.

Emphasis of Matter

Change in Accounting Principle

As described in Note 16 to the financial statements, effective July 1, 2014, the City adopted the provisions of
Governmental Accounting Standards Board (“GASB”) Statement No. 68, Accounting and Financial Reporting for
Pensions — an amendment of GASB Statement No. 27 and Governmental Accounting Standards Board (“GASB”)
Statement No, 71, Pension Transition for Contributions Made Subsequent to the Measurement Date — an
amendment of GASB Statement No. 68. Our opinions are not modified with respect to this matter.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis (“MD&A”) on pages 18-24 and additional required supplementary information other
than MD&A on pages 113-121 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards
Board who considers it to be an essential part of financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited procedures do not provide
us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The introductory section, combining and individual nonmajor fund
financial statements in Exhibits B — G, supplementary schedules in Schedules 1 — 15 and the statistical section
in Tables | — XVI, as presented in the table of contents, are presented for purposes of additional analysis and
are not a required part of the basic financial statements. The accompanying schedule of expenditures of federal
awards in Schedule 5 is also presented for the purpose of additional analysis as required by the U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.

The combining and individual nonmajor fund financial statements in Exhibits B — G and the supplementary
schedules in Schedules 1 — 15 are the responsibility of management and were derived from and relates directly
to the underlying accounting and other records used to prepare the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the
United States of America by us and other auditors. In our opinion, based on our audit, the procedures performed
as described above, and the report of the other auditors, the combining and individual nonmajor fund financial
statements in Exhibits B — G and the supplementary schedules in Schedules 1 — 15 are fairly stated, in all
material respects, in relation to the basic financial statements as a whole.
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The introductory section and the statistical section in Tables | — XVI have not been subjected to the auditing
procedures applied in the audit of the basic financial statements and, accordingly, we do not express an opinion
or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 2, 2015,
on our consideration of the City of Hampton’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the City of Hampton's internal control over financial reporting and compliance.

@M%&HM LI P

Virginia Beach, Virginia
December 2, 2015
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MANAGEMENT'S DISCUSSION AND ANALYSIS

This section of the City of Hampton’s (City’s) Comprehensive Annual Financial Report (CAFR) presents Management’s Discussion
and Analysis (MD&A) of the City’s financial performance during the fiscal year ended June 30, 2015. The MD&A should be read in
conjunction with the transmittal letter and the City’s financial statements, which follow this section.

FINANCIAL HIGHLIGHTS

o The General Fund, on a current financial resource basis, reported expenditures in excess of revenues and other financing sources and
uses by $1.5 million (Exhibit A-4) after making a $71.1 million payment to Hampton City Schools, $12.9 million transfer to Capital
Projects, $8.6 million transfer to Enterprise Funds, $2.2 million to Special Revenue Funds and $33.4 million to Debt Service Fund.

¢ On a government-wide basis for governmental activities, the City’s net position increased by $0.038 million (Exhibit A-2).
o In the City’s business-type activities, on a government-wide basis, net position increased by $2.3 million (Exhibit A-2).

o The City’s net position, excluding component units, on the government-wide basis, totaled $667.2 million at June 30, 2015. Of this
amount, $(121.3) million represents the unrestricted net deficit (unrestricted net position - Exhibit A-1). The decrease in net position
occurred as result of implementing GASB Statement No. 68, "Accounting and Financial Reporting for Pensions- an amendment of
GASB Statement No. 27", and GASB Statement No. 71, "Pension Transition for Contributions Made Subsequent to the
Measurement Date- an amendment of GASB Statement No. 68". A prior period adjustment was made to the City's July 1, 2014 net
position. This prior period adjustment decreased the City's unrestricted net position by $156,786,629.

USING THE FINANCIAL SECTION OF THE COMPREHENSIVE ANNUAL FINANCIAL REPORT

The Comprehensive Annual Financial Report consists of four (4) sections: introductory, financial, statistical and financial compliance
reports for federal funds. The financial section consists of three (3) sections: management’s discussion and analysis, basic financial
statements; and supplementary information.

GOVERNMENT-WIDE STATEMENTS

The government-wide financial statements are designed to provide the reader with a broad overview of the City of Hampton’s
finances, in a manner similar to a private-sector business. The Statement of Net Position (Exhibit A-1) presents information on all of
the City’s assets, liabilities and deferred inflows/outflows of resources reported using the full accrual basis of accounting. The
Statement of Activities (Exhibit A-2) presents all of the City’s current year’s revenues and expenses, regardless of when cash is
received or paid.

The two government-wide statements report the City’s net position and changes in net position. The City’s net position presents
financial information on all of the City's assets, liabilities and deferred inflows/outflows of resources, with the difference reported as
net position. Over time, increases or decreases in the City’s net position are one indicator of whether its financial position is improving
or deteriorating. However, other non-financial factors will need to be considered, such as changes in the City’s property tax base and
the condition of the City’s infrastructure.

The Statement of Activities presents information showing how the City’s net position changed during the most recent fiscal year. All
changes in net position are reported as soon as the underlying event giving rise to the change occurs, regardless of the timing of the
related cash flows. Thus, revenues and expenses are reported for some items that will only result in cash flows in future fiscal periods
(e.g. uncollected taxes).

In the Statement of Net Position (Exhibit A-1) and the Statement of Activities (Exhibit A-2), the City is divided into the following:

o Governmental activities — The City’s basic municipal services are reported here, including general government, public safety, public
works, human services, and culture and recreation. Property taxes, other local taxes and state and federal grants finance most of
these activities.

» Business-type activities — The City charges fees to customers to help cover all or most of the cost of certain services it provides. The
City’s coliseum, steam plant, golf courses, museum, convention center, sewer and trash collection operations are reported in this
section.

e Component units — The City includes four separate legal entities in its report — the Hampton City School Board, Hampton Economic
Development Authority, Coliseum Central Business Improvement District, Inc. and Downtown Hampton Development Partnership,

Inc. Although legally separate, these component units are important because the City is financially accountable for these entities.
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FUND FINANCIAL STATEMENTS

The fund financial statements provide more information about the City’s most significant funds — not the City as a whole. Funds are
accounting units that the City uses to keep track of specific sources of funding and spending for particular purposes. The City of
Hampton uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements.

The City has three types of funds:

Governmental funds — Most of the City’s basic services are reported in governmental funds, which focus on (1) the inflows and
outflows of cash and other financial assets that can readily be converted into cash and (2) the balances left at year-end that are
available for spending. Consequently, the governmental funds statements (Exhibits A-3, A-4 and A-5) provide a short-term view that
helps the reader determine whether there are more or fewer financial resources that can be spent in the future to finance the City’s
programs. Because this information does not address the long-term focus of the government-wide statements, additional information
is provided at the bottom of the governmental funds statements that explains the relationship (or differences) between these
statements. The city maintains nine individual governmental funds.

Proprietary funds — Services for which the City charges customers a fee are generally reported in proprietary funds. These funds, like
the government-wide statements, provide both long and short-term financial information. The City’s enterprise funds (one type of
proprietary fund) are its business-type activities, but the fund financial statements provide more detail and additional information,
such as cash flow. The City maintains eight individual enterprise funds. The City uses four internal service funds (the other type of
proprietary fund) to report activities that provide supplies and services for the City’s other programs and activities. These funds
provide for the accumulation of money to replace capital equipment used in the City’s operations, maintenance services for the City’s
vehicle fleet, risk management and computer and telecommunication services. The basic proprietary funds financial statements can
be found in Exhibits A-6, A-7 and A-8 of this report.

Fiduciary funds — The City is the trustee, or fiduciary, for its employees’ pension plan. All of the City’s fiduciary activities are
reported in separate statements of fiduciary net position and statements of changes in fiduciary net position. The City excludes these
activities from the City’s government-wide statements because the City cannot use these assets to finance its operations. Agency
funds are City custodial funds used to provide accountability of client monies for which the City is custodian. The basic fiduciary
funds financial statements can be found in Exhibits A-9 and A-10 of this report.
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FINANCIAL ANALYSIS OF THE CITY AS A WHOLE

Table I
Summary of Statement of Net Position (In Thousands)
June 30, 2015 and 2014

Governmental Activities Business-type Activities ~ Total Primary Government Component Units
2015 2014 2015 2014 2015 2014 2015 2014
Current and other assets $ 231,956 $ 203,790 $ 52,941 $§ 50,887 $ 284,897 § 254,677 $ 50,741 $ 50,998
Capital assets 878,238 870,042 152,564 156,317 1,030,802 1,026,359 29,487 30,093
Deferred outflows of
resources 26,215 21,818 6,647 6,765 32,862 28,583 20,086 13,732
Total assets and
deferred outflows of
resources 1,136,409 1,095,650 212,152 213,969 1,348,561 1,309,619 100,314 94,823
Current liabilities 73,915 64,152 8,257 8,491 82,172 72,643 26,141 23,553
Long-term liabilities 468,162 460,490 104,511 110,325 572,673 570,815 222,531 248,242
Deferred inflows of
resources 24,658 1,372 1,883 26,541 1,372 28,580

Total liabilities and
deferred inflows of
resources 566,735 526,014 114,651 118,816 681,386 644,830 277,252 271,795
Net position
Investment in capital

assets 634,537 623,505 70321 70,855 704,858 694,360 29487 30,093
Restricted 75,606 13,271 8,031 8,256 83,637 21,527 1,467 1,342
Unrestricted (140,469) (67,140) 19,149 16,042  (121,320) (51,098) (207,892) (208,407)
Total net position $ 569,674 $  569.636 $ 97,501 § 95153 $ 667,175 $ 664,789 $ (176,938) $ (176,972)

The City’s combined net position (which is the City’s bottom line) increased by $2.4 million in fiscal year 2015 ( excluding the
restatement of net position) which approximately 12.5% represents resources that are subject to external restrictions. Net investment in
capital assets represents 106% of net position. These assets are used to provide services to citizens and consequently are not available
for future spending. The City’s unrestricted net deficit totals $(121.3) million.
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Table 11
Summary of Changes in Net Position (In Thousands)
For the Fiscal Years Ended June 30, 2015 and 2014

Governmental Activities Business-type Activities ~ Total Primary Government Component Units
2015 2014 2015 2014 2015 2014 2015 2014
Revenue:
Program Revenue
Charges for service $ 31,207 $ 32,635 § 44552 § 42941 $ 75,759 $ 75,576 $ 7239 § 6,142
Operating grants and
contributions 80,281 80,434 1,256 1,832 81,537 82,266 145,225 146,407
Capital grants and
contributions 7,153 18,291 58 114 7,211 18,405 711
General revenues
Property taxes 156,048 156,050 - 156,048 156,050 -
Other taxes 75,826 75,811 - 75,826 75,811 -
Other 227 221 946 1,003 1,173 1,224 73,161 74,909
Total revenues 350,742 363,442 46,812 45,890 397,554 409,332 226,336 227,458
Expenses
General government 105,553 148,522 - 105,553 148,522 5,575 9,285
Public safety 72,324 134,652 - 72,324 134,652 -
Highways and streets 14,433 20,534 - 14,433 20,534 -
Sanitation - 23,829 30,930 23,829 30,930 -
Health 3,528 2,272 - 3,528 2,272 -
Human services 33,234 49,522 - 33,234 49,522 -
Culture and recreation 18,356 26,342 29,741 35,538 48,097 61,880 -
Education - payment to
school board 71,112 70,773 - 71,112 70,773 -
Educational 14,479 14,846 - 14,479 14,846 220,727 434,389
Interest on long-term debt 8,579 9,136 - 8,579 9,136 -
Total expenses 341,598 476,599 53,570 66,468 395,168 543,067 226,302 443,674
Increase (decrease) in net
position before transfers 9,144 (113,157) (6,758)  (20,578) 2,386 (133,735) 34 (216,216)
Transfers (9,106) (9,161) 9,106 9,161
Increase (decrease) in net
position 38 (122,318) 2,348 (11,417) 2,386 (133,735) 34 (216,216)
Net position, as restated, July 1 569,636 691,954 95,153 106,570 664,789 798,524  (176,972) 39,244
Net position, June 30 $ 569.674 $ 569,636 $ 97,501 $ 95153 $ 667,175 $ 664,789 $ (176,938) $ (176,972)

GOVERNMENTAL ACTIVITIES

For the fiscal year ended June 30, 2015, revenues from governmental activities totaled $351 million. Revenues from governmental
activities decreased by $12.7 million; primarily in capital grants and contributions. Capital grants and contributions totaled $7
million, a decrease of $11 million over the prior year. The majority of funding in capital grants and contributions consists of federal
and state funding for various road projects throughout the City.

Property taxes, the City’s largest revenue source, were $156 million, remaining flat with fiscal year 2014. Program revenues for
governmental activities totaled $119 million. Program revenues are derived from the program itself and reduce the cost of the function
to the City. One of the most significant of these revenues is the revenue category “Operating Grants and Contributions”. These
revenues totaled $80.3 million for the year ended June 30, 2015 which is in line with the previous year.
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The other taxes revenue category, which includes taxes on general sales, utilities purchases, cigarettes, hotel rooms, restaurant meals,
amusements, and business and automobile licenses, totaled $75.8 million which is consistent with the previous year.

For the fiscal year ended June 30, 2015, expenditures for governmental activities, excluding transfers, totaled $341.6 million, a
decrease of $135 million over the previous year. The majority of this decrease occurred in the general government, public safety, and
human services categories primarily due to a restatement of the pension expense totaling $143.7 million for fiscal year 2014. This
restatement was required due to the implementation of GASB No. 68, Accounting and Financial Reporting for Pensions and GASB
No. 71, Transition for Contributions Made Subsequent to the Measurement Date. Also, contributing to this variance is a $3.5 million
decrease in interest on long-term debt in fiscal year 2015.

BUSINESS-TYPE ACTIVITIES

Business-type activities generated revenues of $46.8 million, an increase of $.9 million when compared to the previous year. The
majority of this change is attributed to a $1.6 million increase in charges for services and a $.6 million decrease in operating grants and
contributions revenues. Expenses for business-type activities totaled $53.6 million, a decrease of $12.9 million when compared to the
previous year. The majority of this decrease is attributed to the restatement of pension expense totaling $13.1 million for fiscal year
2014.

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

The General Fund’s fund balance increased by $1.5 million over fiscal year 2014. This increase is primarily due to unexpended
appropriations for the year, primarily in the funding of uncompleted capital projects that were carried forward to fiscal year 2016.

The Capital Projects Fund reflected an increase in fund balance of $25.3 million. This increase in fund balance resulted from the
issuance of $46.8 million in General Obligation Public Improvement Bonds on April 23, 2015 to finance general capital improvements
of the City.

The Wastewater Fund recorded an increase in net position of $2 million in fiscal year 2015. This increase is primarily due to
personnel savings from job vacancies and fewer than anticipated consent order projects occurring in fiscal year 2015. The DEQ’s
regional consent order is designed to address sanitary sewer overflows.

The Risk Management Fund net position decreased by $9.1 million due to an increase in claims incurred during the fiscal year.
GENERAL FUND BUDGETARY HIGHLIGHTS

During the year, the City Council revised the budget on several occasions. City Council appropriated $9.9 million from committed
fund balance to fund uncompleted projects in the Capital Projects Fund. These projects were funded from the General Fund in fiscal
year 2014 but the appropriations lapsed at the end of the fiscal year. Under the City’s budget savings program, the remaining budget
savings of $2 million was rolled from fiscal year 2014 to fiscal year 2015. City Council adopted a budget savings program whereby
departments will retain 65 percent of their end of the fiscal year budget savings, 10 percent will be put into an innovations pool and
$415,000 will be designated for drainage projects. In addition, the City reappropriated grant, donation, and other revenues.

Actual expenditures and transfers were $17.8 million below the final budget. A significant amount of this variance ($6.6 million)
occurred in the general government function, specifically in non-departmental in the amount of $2.5 million and retirement and
employee benefits in the amount of $1.3 million. Also contributing to this variance was unused budget savings under the City’s budget
savings program of $2 million. A $7.8 million variance was noted in transfers to other funds. The majority of this variance occurred
from projects in the Capital Projects Fund that were at various stages of completion. Typically, funding for these projects is
appropriated in the subsequent fiscal year.

Revenues came in at $1.4 million under budget. This is primarily due to state revenues tracking under budget. Most of  this is related
to the Social Services function whereby reimbursements are based on expenditures.

CAPITAL ASSETS

The total increase over fiscal year 2014 in the City’s investment in capital assets for the current fiscal year is $4.4 million. At the end
of fiscal year 2015, the City had invested over $1 billion in a variety of capital assets and infrastructure, as reflected in the following
schedule:
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Table III Capital Assets (In Thousands)

Governmental Business-type
Activities Activities Total
2015 2014 2015 2014 2015 2014

Non-depreciable assets:
Land and land improvements ~ $ 522,896 $ 519,891 § 10,803 $ 10,806 $ 533,699 $ 530,697

Easements 1,341 778 29 29 1,370 807
Construction in progress 50,629 32,941 3,712 1,706 54,341 34,647
Other capital assets:
Buildings and improvements 168,816 168,816 138,785 137,762 307,601 306,578
Improvements other than
buildings 71,923 70,571 34,985 36,446 106,908 107,017
Equipment and vehicles 81,433 81,556 25,728 26,732 107,161 108,288
Exhibits - - 14,432 14,413 14,432 14,413
Landfill - - 3,866 3,866 3,866 3,866
Infrastructure 182,031 181,884 67,160 66,909 249,191 248,793
Computer software 1,322 1,323 344 118 1,666 1,441
Other assets 4,218 4,218 - - 4,218 4,218
Accumulated depreciation (206,371) (191,936) (147,280) (142,470) (353,651) (334,406)
Total $ 878,238 $ 870,042 § 152,564 $ 156,317 $1,030,802 $1,026,359
Economic
Development Coliseum Central Business
School Board Authority Improvement District, Inc.
2015 2014 2015 2014 2015 2014

Component Units
Non-depreciable assets:

Land and land improvements ~ $ 5111 5,111 $ 15803 §$ 15803 § -3 -
Other capital assets:
Buildings and improvements 48,963 48,963 - - - -
Improvements other than
buildings 310 310 - - - -
Infrastructure - - 2,049 2,049 - -
Computer software - - - - 5 10
Equipment and vehicles 42,386 41,549 - - 147 141
Accumulated depreciation (84,308) (82,972) (1,169) (1,066) (119) (105)
Total § 12462 § 12961 § 16,683 § 16,786 $ 33 8 46

Total Component

Downtown Hampton Units

Component Units 2015 2014 2015 2014
Non-depreciable assets:

Land and land improvements $ -3 -$ 20914 % 200914
Other capital assets:

Buildings and improvements - - 48,963 48,963

Improvements other than

buildings - - 310 310

Infrastructure 438 438 2,487 2,487

Computer software 9 - 14 10

Equipment and vehicles 97 122 42,630 41,812

Accumulated depreciation (235) (260) (85,831)  (84,403)

$ 309 § 300 $ 29,487 § 30,093
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The capital budget sets forth $48.8 million to be spent during fiscal year 2016 in various projects including $12.4 million in school
building maintenance and technology projects, $15.6 million in street and infrastructure projects and $10.6 million in maintenance of
public properties. Additional information about the City’s capital assets can be found in Note 6 to the financial statements.

LONG-TERM DEBT

At the end of fiscal year 2015, the City had $273.8 million in outstanding general obligation bonds and $81.6 million in outstanding
revenue bonds. On April 15, 2015, The City issued $46.8 million in General Obligation Public Improvement Bonds, Series 2015A and
$56.3 million in General Obligation Public Improvement Refunding Bonds, Series 2015B. More detailed information about the City’s
long-term liabilities is presented in Note 8 to the financial statements.

The Commonwealth of Virginia limits the amount of general obligation debt the City can issue to 10% of the assessed valuation of
real property. As of June 30, 2015, the City’s aggregate general obligation indebtedness is $744 million below this limit.

Table IV

City of Hampton

Change in General Obligation and Revenue Bonds (In Thousands)
June 30, 2015 and 2014

Governmental Business-type
Activities Activities Total
2015 2014 2015 2014 2015 2014
General Obligation bonds $ 270,230 $ 253,682 $ 3,610 $§ 3,963 § 273,840 $ 257,645
Revenue bonds - - 81,640 83,965 81,640 83,965
Unamortized premium 35,831 18,479 10,322 10,958 46,153 29,437

Total primary government $ 306,061 $ 272,161 $§ 95572 § 98,886 $ 401,633 $§ 371,047

Component Unit - Economic Development Authority
Revenue bonds $ 5,022 § 5,667

NEXT YEAR’S BUDGET

The City’s staff and City Council considered many factors when developing the fiscal year 2016 budget, with the economy as one of
the major factors. The fiscal year 2016 approved budget for the General Fund is $450.4 million, a 0.38% decrease over fiscal year
2015. The most important priority for the fiscal year 2016 budget was a general wage increase for the City staff and the initial
implementation of some of the recommendations from the salary study. Tax and fee rate changes included an increase in the Cigarette
Tax rate from $.80 per pack to $.85 per pack and an increase in the Public Right-Of Way Use Fee from $1.02 per line per month to
$1.05 per line per month. In addition, a Boat License Fee was implemented: $20 for motorized boats less than 16 feet , $40 for all
boats and watercraft from 16 feet but less than 20 feet, $75 for all boats and watercraft from 20 to less than 40 feet and $150 for boats
and watercraft over 40 feet.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with a general overview of the
City’s finances and to demonstrate the City’s accountability for the money it receives. Questions concerning this report or requests for
additional financial information should be directed to Karl S. Daughtrey, Director of Finance, 22 Lincoln Street, 7t Floor, Hampton,
Virginia 23669, telephone (757) 727-6230.
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ASSETS

Cash and cash equivalents

Cash with fiscal agent

Investments

Accounts receivable

Lease receivable

Due from component units

Due from primary government

Internal balances

Due from other governments

Inventories

Prepaid items

Temporarily restricted assets:
Cash and cash equivalents
Cash with fiscal agent
Investments

Notes receivable

Land held for sale

Capital assets not being depreciated

Capital assets, net of accumulated depreciation

Total assets

DEFERRED OUTFLOWS OF RESOURCES

Deferred charge on refunding
Related to pensions
Total deferred outflows of resources

LIABILITIES
Accounts payable and other liabilities
Due to component units
Due to primary government
Unearned revenue
Current liabilities payable from restricted assets
Notes and other long-term payables
Due within one year
Due in more than one year
Bonds Payable
Due within one year
Due in more than one year
Total liabilities

DEFERRED INFLOWS OF RESOURCES
Property taxes collected in advance
Related to pensions
Total deferred inflows of resources

NET POSITION

Net investment in capital assets
Restricted for:

Capital projects

Debt service

Public safety projects

Stormwater management

Human services

Bond indenture

Culture and recreation

Physical environment

Education

Community development

Operations and maintenance

Other purposes
Unrestricted

Total net position (deficit)

City of Hampton
Statement of Net Position
June 30, 2015

Primary Government

Governmental ~ Business-Type Total Primary
Activities Activities Government  Component Units
$ 127,681,857 § 22,498,950 $§ 150,180,807 $ 15,884,680
230,868 230,868 11,980,833
79,988,463 79,988,463 20,246
30,381,379 4,185,843 34,567,222 740,784
5,940,356

384,935 19,819 404,754
7,187

(7,595,810) 7,595,810

7,105,808
143,886 372,433 516,319 138,798
740,240 9,010 749,250 23,777
1,719,417 1,719,417 1,466,921

1,579,964 1,579,964

14,951,359 14,951,359
8,708 8,708 389,667
7,041,877
574,866,600 14,544,797 589,411,397 20,913,814
303,371,704 138,019,005 441,390,709 8,572,807
1,110,194,122 205,505,115 1,315,699,237 80,227,555

10,176,070 5,206,687 15,382,757
16,038,763 1,440,580 17,479,343 20,086,429
26,214,833 6,647,267 32,862,100 20,086,429
$ 33,167,425 § 2,927,162 § 36,094,587 § 21,482,924

7,187 7,187
404,754
150,407 241,806 392,213 1,193,748

1,288,593 1,288,593
15,391,443 354,743 15,746,186 2,373,000
187,300,290 12,383,448 199,683,738 218,195,969
25,198,869 3,445,077 28,643,946 686,603
280,861,749 92,127,370 372,989,119 4,335,289
542,077,370 112,768,199 654,845,569 248,672,287

1,620,607 1,620,607
23,037,037 1,883,017 24,920,054 28,579,714
24,657,644 1,883,017 26,540,661 28,579,714
634,536,490 70,320,529 704,857,019 29,486,621

61,602,284 61,602,284

80,288 80,288

1,069,970 1,069,970

9,937,531 9,937,531

439,292 439,292
8,031,275 8,031,275 1,466,921

99,959 99,959

129,854 129,854

6 6

866,262 866,262

316 316

1,380,732 1,380,732
(140,469,043) 19,149,362 (121,319,681) _ (207,891,559)
$§ 569,673,941 § 97,501,166 $§ 667,175,107 $ (176,938,017)

The accompanying notes are an integral part of these financial statements.
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Exhibit A-2
CITY OF HAMPTON, VIRGINIA
Statement of Activities
For the Year Ended June 30, 2015

Program Revenues Net (Expenses) Revenue and Change in Net Position

Primary Government

Operating Capital Grants Business-
Charges for Grants and and Governmental type Component
Functions/Programs Expenses Services Contributions Contributions Activities Activities Total Units
Primary Government
Governmental activities:
General government $ 105,552,645 $ 22,911,078 $ 34,143,045 § 1,395,761 $ (47,102,761) $ (47,102,761) $
Public safety 72,324,252 5,727,330 9,388,549 (57,208,373) (57,208,373)
Highways and streets 14,433,252 15,160,821 5,757,026 6,484,595 6,484,595
Health 3,527,913 (3,527,913) (3,527,913)
Human services 33,233,678 1,424,996 20,981,251 (10,827,431) (10,827,431)
Culture and recreation 18,356,412 1,110,781 183,552 (17,062,079) (17,062,079)
Education(payment to school district) 71,112,223 (71,112,223) (71,112,223)
Education and educational services 14,479,052 33,724 163,524 (14,281,804) (14,281,804)
Interest on long-term debt 8.579.095 260335 (8.318.760) 8318.760)
Total Governmental Activities 341.598.522 31.207.909 80.281.077 7.152.787 (222.956.749) 222.956.749)
Business-type activities
Culture and recreation $ 29,741,212 $ 19,406,969 $§ 1,256,114 § 58,437 $ (9,019,692) $ (9,019,692)
Sanitation 23.829.101 25.145.460 1.316.359 1.316.359
Total Business-type activities 53,570,313 44,552,429 1,256,114 58,437 (7,703,333) (7,703,333)
Total Primary Government $395.168.835 $ 75760338 $ 81.537.191 § 7211224 § (222956749 $ (7.703333) $(230.660.082) $
Component units
Public school system $ 220,727,045 $ 5,254,375 $145,022,308 $ $ (70,450,362)
Economic development 3,985,585 1,101,055 711,000 (2,173,530)
Business improvement 946,857 579,104 (367,753)
Downtown development 642,619 303,607 203,084 (135,928)
Total component units $ 226,302,106 $ 7,238,141 $145,225392 $ 711,000 $ $ $ $ (73,127,573)
General revenues
Taxes:
Property taxes $ 156,048,023 § $ 156,048,023 $
Sales taxes 15,050,331 15,050,331
Lodging, meal and amusement taxes 24,040,695 24,040,695
Motor vehicle taxes 4,273,362 4,273,362
Business license taxes 11,435,245 11,435,245
Utility taxes 5,442,812 5,442,812
Tobacco taxes 4,077,120 4,077,120
Recordation taxes 1,762,614 1,762,614
Bank stock taxes 456,550 456,550
Pari-mutuel license taxes 3,557 3,557
Short-term rental taxes 91,234 91,234
Communication sales tax 9,172,979 9,172,979
Mobile home titling tax 19,404 19,404
Payments from (to) City of Hampton 72,741,559
Investment earnings 226,708 945,722 1,172,430 405,734
Miscellaneous 13,814
Transfers (9.106.079) 9.106.079 -
Total general revenues and transfers 222.994.555 10.051.801 233.046.356 73.161.107
Change in net position 37,806 2,348,468 2,386,274 33,534
Net position(deficit), beginning of year, as restated 569.636.135 95,152,698 664.788.833 (176971.551)
Net position(deficit), ending $_ 569.,673.941 $_97.501,166 $_667.175.107 $(176.938.017)

The accompanying notes are an integral part of these financial statements.
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Assets:

Cash and cash equivalents

Investments

Accounts receivables:
Taxes(net of allowance of uncollectible)
Due from other governments
Other

Due from other funds

Due from component units

Inventories

Prepaid items

Total assets

Liabilities:
Accounts payable
Accrued health insurance
Accrued liabilities
Due to other funds
Due to component units
Unearned revenue

Total liabilities

Deferred inflows of resources:
Unavailable revenue-property taxes
Property taxes collected in advance
Unavailable revenue-program income
Unavailable revenue-stormwater fees

Total deferred inflows of resources

Fund balances:
Nonspendable
Restricted
Committed
Assigned
Unassigned
Total fund balances

Total liabilities, deferred inflows of

resources and fund balances

CITY OF HAMPTON, VIRGINIA

BALANCE SHEET

Exhibit A-3

GOVERNMENTAL FUNDS
June 30, 2015
Special
Revenue- Other Total
Economic Capital Governmental Governmental
General Fund  Development Debt Service Projects Funds Funds
$ 83,820,692 $§ 6,112,541 § 555,844 $ $ 10,937,470 $ 101,426,547
14,000,458 65,988,005 79,988,463
9,418,807 9,418,807
10,359,639 5,621,018 2,859,325 18,839,982
1,141,836 7,005 87 936,622 2,085,550
9,937,252 3,038,605 424,578 13,400,435
1,777 200,000 - 201,777
13,849 13,849
584,475 584,475
$ 129,278,785 $§ 6,319,546 $ 555,931 § 74,647,628 $ 15,157,995 $ 225,959,885
$ 8,314,088 $ 25,000 $ 39,613 § 4,277,682 § 1,211,102 § 13,867,485
11,039,493 11,039,493
3,432,744 51,668 3,484,412
3,785,031 2,916,762 952,477 7,654,270
7,187 7,187
150,406 6,185 156,591
26,728,949 31,185 39,613 7,194,444 2,215,247 36,209,438
7,611,036 7,611,036
1,620,607 1,620,607
705,850 705,850
431,370 431,370
9,231,643 1,137,220 10,368,863
598,324 598,324
412,117 851,498 80,288 1,454,819 11,720,656 14,519,378
34,959,103 2,577,572 63,957,448 101,494,123
5,236,726 2,859,291 436,030 2,040,917 84,872 10,657,836
52,111,923 52,111,923
93,318,193 6,288,361 516,318 67,453,184 11,805,528 179,381,584
§ 129,278,785 $§ 6,319,546 § 555,931 § 74,647,628 § 15,157,995 § 225,959,885
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Exhibit A-3

Reconciliation of Balance Sheet of Governmental Funds to the Statement of Net Position (Exhibit A-1)
Total fund balances of governmental funds $ 179,381,584
Amounts reported for governmental activities in the Statement of Net Position are different because:
Capital Assets used in governmental activities are not financial resources and therefore are not reported in the
funds. (Note 6) 859,409,349

Other assets are not available to pay current-period expenditures and, therefore, are deferred in the funds. 8,754,439

Deferred charge on refunding are reported as deferred outflows of resources in the government-wide financial
statements but are not reported in the govermental fund statements. 10,176,070

Deferred outflows of resources related to pensions are reported in the government-wide financial statments but
are not reported in the governmental fund statements 16,038,763

Deferred inflows of resources related to pensions are reported in the government-wide financial statments but are
not reported in the governmental fund statements (23,037,037)

Internal service funds are used by management to charge the costs of certain activities to individual funds. The
assets and liabilities of the internal service funds are included in governmental activities in the Statement of
Net Position.
Net position on Combining Statement of Net Position-Internal Service Funds (Exhibit E-1) 25,540,507

Internal service funds deferred outflows of resources related to pensions are reported in the government-wide

financial statments but are not reported in the governmental fund statements (278,470)
Internal service funds deferred inflows of resources related to pensions are reported in the government-wide

financial statments but are not reported in the governmental fund statements 439,198
Other liabilities not paid from current-period revenues are not reported in the funds for:
Accrued interest (3,632,018)
Interfund balances related to amounts eliminated in the Statement of Net Position (13,405,480)

Long-term liabilities, including bonds payable, are not due and payable in the current period and are therefore

not reported in the funds. (Note 8) (489,712,964)
Net position of governmental activities $ 569,673,941

The accompanying notes are an integral part of these financial statements.
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CITY OF HAMPTON, VIRGINIA

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

REVENUES

General property taxes
Other local taxes
Special assessments
Intergovernmental revenues:
From the Commonwealth of Virginia
From the Federal government
Permits, privilege fees and regulatory licenses
Fines and forfeitures
Revenues from use of money and property
Charges for services
Payment from component units
Miscellaneous
Recovered costs
Total revenues

EXPENDITURES

Current:

General government

Public safety

Highways and streets

Sanitation

Health

Human services

Culture and recreation

Education (payment to school district)

Education and education services
Capital improvements
Debt Service:

Principal retirement

Interest and fiscal charges

Bond issuance costs

Total expenditures

Excess (deficiency) of revenues over (under) expenditures

OTHER FINANCING SOURCES (USES)

Bonds issued

Refunding bonds issued

Premium on bonds issued

Payment to refunded bond escrow agent
Transfers in

Transfers out

Net other financing sources (uses)

Net change in fund balances

Fund balances, beginning of year

Fund balances, end of year

Exhibit A-4

GOVERNMENTAL FUNDS
For the Year Ended June 30, 2015
Special
Revenue- Other Total
Economic Capital Governmental Governmental
General Fund ~ Development Debt Service Projects Funds Funds

§ 155,527,304 § $ 155,527,304
75,405,819 75,405,819
4,182,877 4,182,877
53,025,330 500,000 1,672,277 10,951,606 66,149,213
9,091,195 251,711 4,399,750 4,273,466 18,016,122
1,298,883 1,298,883
1,967,230 1,967,230
454,122 1,235,251 408 57,413 395,210 2,142,404
9,231,186 8,008,433 17,239,619
2,000,042 2,000,042
4,012,640 8,624 134,984 1,372,289 5,528,537
906,000 906,000
317,102,628 1,735,251 260,743 6,264,424 25,001,004 350,364,050
101,211,513 1,056,901 3,805,669 106,074,083
48,021,370 5,469,604 53,490,974
1,908,348 1,908,348
4,412,541 4,412,541

2,604,809 2,604,809
19,034,980 10,358,865 29,393,845
12,521,859 203,292 12,725,151
71,112,223 71,112,223
2,128,797 2,128,797
48,448,547 48,448,547

23,152,483 23,152,483

10,899,116 10,899,116

519,407 519,407

258,543,899 1,056,901 34,571,006 48,448,547 24,249,971 366,870,324
58,558,729 678,350  (34,310,263)  (42,184,123) 751,033 (16,506,274)
46,770,000 46,770,000

56,250,000 56,250,000

14,425,435 7,258,679 21,684,114
(70,150,935) (70,150,935)

117,340 33,799,820 14,098,702 2,273,130 50,288,992
(57,133,811) (2,250) (668,596) (1,590,414) (59,395,071)
(57,016,471) (2,250) 34,324,320 67,458,785 682,716 45,447,100
1,542,258 676,100 14,057 25,274,662 1,433,749 28,940,826
91,775,935 5,612,261 502,261 42,178,522 10,371,779 150,440,758

$ 93,318,193 § 6,288,361 § 516,318 § 67,453,184 § 11,805,528 § 179,381,584
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Exhibit A-4

Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund Balances to the Statement of Activities
(Exhibit A-2)

Net change in fund balance - total governmental funds $ 28,940,826
Amounts reported for governmental activities in the Statement of Activities are different because:
Governmental funds report capital outlays as expenditures while governmental activities report depreciation
expense to allocate those expenditures over the life of the assets. Loss on disposal of assets is not reported in the
governmental funds but is reflected in the statement of activities.

Capital acquisitions 25,807,564

Depreciation expense (18,103,733)

Loss on disposal of assets (1,518,582)
Donated assets are not reported in the governmental funds but are reflected in the statement of activities. 274,154

Revenues earned during the period that are not yet available are reported in the Statement of Activities, but not
reported as revenues in the funds. (93,391)

Proceeds from bond issuance and capital leases provide current financial resources to governmental funds, but
issuing debt increases long-term liabilities in the Statement of Net Position. Repayment of debt principal is an
expenditure in the governmental funds, but the repayment reduces long-term liabilities in the Statement of Net
Position.

Debt increase for compensated absences (613,436)
Net other postemployment benefits liability (3,187,717)
Proceeds from debt issuance (103,020,000)
Payment to refunded bond escrow agent 70,150,935
Repayment of debt principal 24,648,692
Premium on bonds (21,684,114)

Internal service funds are used by management to charge the costs of certain activities to individual funds. The net
revenue of the internal service funds is reported with governmental activities. (9,723,146)

Expenses incurred during the period related to liabilities that are still outstanding and not yet due at year-end for
accrued interest 766,958

Amortization of premiums 679,145

Change in net pension liability which is recognized as an expense in the Statement of Activities as a compared to
the pension contributions reported in the governmental funds 6,713,651

Change in net position of governmental activities $ 37,806

The accompanying notes are an integral part of these financial statements.
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CITY OF HAMPTON, VIRGINIA
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
GENERAL FUND
For the Year Ended June 30, 2015

Variance with

Budgeted Amounts Final Budget
Original Final Actual Over (Under)
REVENUES
Intergovernmental:
From the Commonwealth of Virginia $ 38,590,598 $ 54,457,598 $§ 53,025,330 $  (1,432,268)
From the Federal government 8,780,939 8,780,939 9,091,195 310,256
Local taxes 246,624,727 230,405,798 230,933,123 527,325
Special assessments 4,826,635 4,826,635 4,182,877 (643,758)
Licenses and permits 1,234,019 1,234,019 1,298,883 64,864
Fines and forfeitures 2,242,118 2,242,118 1,967,230 (274,888)
Revenues from use of money and property 364,707 364,707 454,122 89,415
Charges for services 9,454,149 9,454,149 9,231,186 (222,963)
Recovered costs 906,000 906,000 906,000
Payment from component units 2,000,000 2,000,000 2,000,042 42
Miscellaneous 3,864,157 3,864,157 4,012,640 148,483
Total revenues 318,888,049 318,536,120 317,102,628 (1,433,492)
EXPENDITURES
Current:
General government 105,436,121 107,787,095 101,211,513 (6,575,582)
Public safety 48,562,820 48,898,856 48,021,370 (877,486)
Highways and streets 2,142,124 2,202,854 1,908,348 (294,506)
Health 2,720,115 2,752,174 2,604,809 (147,365)
Human services 20,628,333 20,494,218 19,034,980 (1,459,238)
Culture and recreation 12,763,756 13,171,345 12,521,859 (649,486)
Education 72,787,630 73,297,236 73,241,020 (56,216)
Total expenditures 265,040,899 268,603,778 258,543,899 (10,059.,879)
Excess of revenues over (under) expenditures 53.847.150 49.932.342 58.558.729 8.626.387
OTHER FINANCING SOURCES (USES)
Transfers in 116,000 116,000 117,340 1,340
Transfers out (61,974,587) (64,898,192) (57,133,811) (7,764,381)
Total other financing sources (uses) (61,858,587) (64,782,192) (57,016,471) (7,765,721)
Net change in fund balances (8,011,437)  (14,849,850) 1,542,258 $ 16,392,108
Appropriations from fund balance 8.011.437 14.129.475
Appropriations - encumbrances 720.376
Fund balance - July 1 91.775.935
Fund balance - June 30 $ $ $  93.318.193

The accompanying notes are an integral part of these financial statements.
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ASSETS

Current assets:
Cash and cash equivalents
Cash with fiscal agent

Restricted assets to be used to liquidate

current liabilities:

Revenue bond indenture:
Cash and cash equivalents
Cash with fiscal agent

Accounts receivable

Notes and mortgage receivable
Due from other funds

Due from component units
Inventories

Prepaid items

Restricted assets:

Revenue bond indenture:
Cash and cash equivalents
Investments

Total current assets

Noncurrent Assets:
Capital Assets:
Land
Easements
Buildings and improvements

Improvements other than buildings

Computer software

Equipment

Construction in progress

Exhibits

Landfill

Infrastructure

Less accumulated depreciation
Net capital assets

Total noncurrent assets

Total assets

DEFERRED OUTFLOWS OF
RESOURCES

Deferred charge on refunding
Related to pensions
Total deferred outflows of resources

CITY OF HAMPTON, VIRGINIA
STATEMENT OF NET POSITION

Exhibit A-6

PROPRIETARY FUNDS
June 30, 2015
Governmental
Business-Type Activities - Enterprise Funds Activites
Wastewater The Convention Non-Major Internal Service
Management ~Hamptons Museum Center Enterprise Funds Totals Funds
$ 12,288,174 § 21,680 $ 709,134 $ $ 9,479,961 $§ 22,498949 $§ 26,255,310
230,868
1,397,992 1,397,992
1,579,964 1,579,964
1,744,893 5,108 140,011 269,093 2,026,738 4,185,843 37,043
8,708 8,708
3,606 80 182,305 185,991 65,430
19,819 19,819 183,158
178,296 26,369 72,066 95,202 372,433 130,037
2,951 6,059 9,010 155,766
321,425 321,425
14,951,359 14,951,359
14,223,677 53,737 924,162 18,708,197 11,621,720 45,531,493 27,057,612
145,615 1,921,420 5,332,401 3,404,805 10,804,241
28,943 28,943
2,683,118 2,398,794 30,257,046 89,858,046 13,587,498 138,784,502
290,651 3,719,882 6,800 4,046,307 26,920,882 34,984,522 265,514
105,534 238,343 343,877 185,625
4,227,941 484,754 4,316,586 825,969 15,872,571 25,727,821 40,032,826
1,329,735 943,107 1,438,771 3,711,613
14,432,266 14,432,266
3,865,986 3,865,986
67,160,138 67,160,138
(33,268,769) (6,392,382)  (38,646,056) (25,587,491) (43,385,411)  (147,280,109) (21,655,010)
42,702,906 211,048 13,231,169 74,475,232 21,943,445 152,563,800 18,828,955
42,702,906 211,048 13,231,169 74,475,232 21,943,445 152,563,800 18,828,955
56,926,583 264,785 14,155,331 93,183,429 33,565,165 198,095,293 45,886,567
5,206,687 5,206,687
372,983 39,348 1,028,250 1,440,581 278,470
372,983 39,348 5,206,687 1,028,250 6,647,268 278,470
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Governmental

Business-Type Activities - Enterprise Funds Activites
Wastewater The Convention Non-Major Internal Service
Management Hamptons Museum Center Enterprise Funds Totals Funds
LIABILITIES
Current liabilities:
Accounts payable $ 642,962 § 11,396 $ 284,516 $ $ 1,172,025 2,110,899 § 1,128,083
Accrued liabilities 46,021 46,021
Accrued interest payable 44,386 44,386
Accrued leave 103,439 6,053 44,592 200,658 354,742 61,368
Due to other funds 3,290,054 854,525 1,851,081 5,995,660 1,926
Unearned revenue 100,839 140,967 241,806
Current portion of long-term debt 3,071,240 373,837 3,445,077 9,776,038
Current liabilities payable from restricted
assets:
Accounts payable (1) 265,330 265,329
Accrued interest payable 1,023,263 1,023,263
Other liabilities 17,145 15,150 45,148 76,753 571,662 725,858 15,936
Total current liabilities 763,546 3,322,653 1,329,619 4,482,607 4,354,616 14,253,041 10,983,351
Noncurrent liabilities:
Claims payable 1,776,678
Accrued leave 94,458 13,679 333,249 441,386 98,267
Bonds payable 88,890,777 3,236,593 92,127,370
Obligations under capital leases 2,719,307
Other post employment benefits obligation 2,411,934
Net pension liability 3,029,090 310,267 8,602,704 11,942,061 2,195,795
Total noncurrent liabilities 3,123,548 323,946 88,890,777 12,172,546 104,510,817 9,201,981
Total liabilities 3,887,094 3,646,599 1,329,619 93,373,384 16,527,162 118,763,858 20,185,332
DEFERRED INFLOWS OF
RESOURCES
Related to pensions 529,489 62,059 - - 1,291,469 1,883,017 439,198
Total deferred inflows of resources 529,489 62,059 - - 1,291,469 1,883,017 439,198
NET POSITION
Net investment in capital assets 42,702,906 211,048 13,231,170 (4,157,611) 18,333,015 70,320,528 15,225,136
Restricted
Bond indenture 8,031,275 8,031,275
Unrestricted 10,180,077 (3,615,573) (405,458) 1,143,068 (1,558,232) 5,743,882 10,315,371
Total net position (deficit) $ 52,882,983 §(3.404,525) § 12,825,712 § 5,016,732 § 16,774,783 $§ 84,095,685 § 25,540,507
Reconciliation of the Statement of Net Position for Proprietary Funds to the Statement of Net Position (Exhibit A-1)
Net position of enterprise funds 84,095,685
Amounts reported for business-type activities in the statement of Net Position are different because:
Net revenue of internal service funds are allocated to funds receiving services 458,625
Interfund reimbursement for allocated overhead costs 12,946,856
Net position business-type activities 97,501,166

The accompanying notes are an integral part of these financial statements.
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Exhibit A-7
CITY OF HAMPTON, VIRGINIA
STATEMENT OF REVENUES, EXPENSES IN CHANGES IN NET POSITION
PROPRIETARY FUNDS
For the Year Ended June 30, 2015

Business-Type Activities-Enterprise Funds

Wastewater
Management The Hamptons Museum
Operating revenues:
Charges for services $ 8,791,809 $ 771,413  $ 1,559,390
Federal revenues 488,821
Other 975 1,292,812
Total operating revenues 8,792,784 771,413 3,341,023
Operating expenses:
Personal services 1,873,417 385,576 1,169,692
Fringe benefits 706,813 98,214 310,931
Promoters fees
City-sponsored events
Cost of goods sold 245,832 32,171 106,565
Utilities 237,837 50,672 239,863
Insurance 49,410 27,215 62,680
Operating supplies 507,542 100,132 377,649
Equipmental rental 262 316,447 79,954
Equipment and building repairs 572,994 73,075 230,926
Telephone and postage 40,196 3,953 36,850
General expense 170,283 3,408 273,830
Claims
Landfill costs
Contractual services 580,794 43,531 122,263
Indirect cost 456,000
Depreciation and amortization 1,337,835 110,853 1,247,493
Total operating expenses 6,779,215 1,245,247 4,258,696
Operating income (loss) 2,013,569 (473.834) (917.673)
Nonoperating revenues (expenses):
Interest income 636 47
Interest and fiscal charges (11,482)
Other
Gain(loss) on disposal of capital assets 12,097
Net increase(decrease) in fair value of investments
Total nonoperating revenues (expenses) 12,733 (11,482) 47
Income (loss) before transfers and capital
contributions 2,026,302 (485,316) (917,626)
Capital contributions 58,437
Transfers in(out) 430,000 668,596
Change in net pOSitiOll 2,026,302 3’121 (249’030)
Net position, (deﬁcit) beginning of Yyear, as restated 50.856.681 (3 407 646) 13.074.742
Net position, (deficit) end of year S 52.882.983 § (3.404.525) § 12.825.712
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Governmental

Business-Type Activities - Enterprise Funds Activities
Convention Non-Major
Center Enterprise Funds Totals Internal Service

$ 2,530,390 § 30,596,847 § 44,249,849 § 20,702,428

488,821
2,609 1,296,396 1,749
2,530,390 30,599,456 46,035,066 20,704,177
1,180,726 5,648,449 10,257,860 1,724,849
384,274 1,925,954 3,426,186 491,874
6,514,291 6,514,291
838,743 838,743
369,240 753,808 6,171,062
719,384 858,124 2,105,880 50,633
94,989 591,588 825,882 2,629,114
403,574 1,058,716 2,447,613 205,713
94,933 491,596 251,213
268,187 3,792,350 4,937,532 522,283
39,432 98,059 218,490 1,059,409
184,404 1,652,715 2,284,640 181,033
14,198,083
3,713,263 3,713,263
195,101 1,202,061 2,143,750 1,185,640
574,470 1,030,470
2,843,191 2,747,025 8,286,397 2,097,627
6,313,262 31,679,981 50,276,401 30,768,533
(3.782,872) (1,080,525) (4,241,335) (10,064,356)
799,712 5,512 805,907 31,154
(4,122,752) (190,150) (4,324,384) (102,885)
32,679
(238,620) (226,523) 380,262
139,815 139,815
(3,183,225) (423,258) (3,605,185) 341,210
(6,966,097) (1,503,783) (7,846,520) (9,723,146)
58,437
7,243,656 763,827 9,106,079
277,559 (739,956) 1,317,996 (9,723,146)
4,739,173 17,514,739 82,777,689 35,263,653

§ 5016732 § 16,774,783 § 84,095,685 § 25,540,507

Reconciliation of the Statement of Revenues, Expenses, and Changes in
Net Position of Proprietary Funds to the Statement of Net Position
(Exhibit A-2)

Change in net position $1,317,996

Interfund reimbursement of overhead costs 1,030,472
Change in net position-business type activities  $2,348,468

The accompanying notes are an integral part of these financial statements.
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CASH FLOWS FROM OPERATING
ACTIVITIES

Cash received from customers
Cash payments to suppliers for goods and
services
Cash payments to employees for services
Net cash provided by (used in)
operating activities

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES

Transfers in from other funds

Net cash provided by (used in)
noncapital financing activities

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES

Acquisition and construction of capital assets

Principal paid on revenue bond maturities and
long-term debt

Interest paid on revenue bonds and long-term
debt

Sale of capital assets
Net cash provided by (used in) capital and

related financing activities

CASH FLOWS FROM INVESTING
ACTIVITIES

Purchase of investment securities
Sale of investment securities
Interest and dividends on investments

Net cash provided by (used in) investing
activites

Net increase (decrease) in cash and
cash equivalents (including
restricted amounts)

Cash and cash equivalents (including restricted),
July 1

Cash and cash equivalents, June 30

Business-Type Activities-Enterprise Funds

CITY OF HAMPTON, VIRGINIA
STATEMENT OF CASH FLOWS

PROPRIETARY FUNDS
For the Year Ended June 30, 2015

Exhibit A-8

Governmental
Activities

The Hamptons Museum

Convention

Center

Internal
Service Funds

(2,416,638)
(1,176,983)

(23,025,042)  (31,410,730)
(5.645,619) (10,397,476

771,783 $ 3,388,194 § 2,500,609 $ 30,642,560 $ 46,290,770 $ 20,732,761

(16,717,224)
(2,092,070

(1,093,012

1,923,467

7,383,567

7,383,567

(7,833)
(2,325,000)

(4,149,493)

(4,045,490)
(983,761)

(102,885)
415,524

(6,482,326)

(4,716,612)

(2,448,109)
2,445,758
146,673

29,269

144,322

29,269

(613241)  (2,041,465)
(390,852) _ (1,125,255)
(232,310) 221,474
430,000 668,726
430,000 668,726
(628,579)
(211,486)
(11,482)
(222,968) (628,579)
44
44
(25,278) 261,665
46,958 447,469

(47,449)

3,346,830

(2,763,876)

29,250,054

21,680 § 709,134

$ 3,299,381

$ 26,486,178
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Governmental

Business-Type Activities-Enterprise Funds Activities
Non-Major
Wastewater Convention Enterprise Internal
Management  The Hamptons Museum Center Funds Totals Service Funds
Reconciliation of operating income (loss) to net
cash provided by (used in) operating activities:
Operating income (loss) $§ 2,013,569 § (473.834) $  (917,673) $ (3,782,872) $ (1,080,525) § (4,241,335) $ (10,064,356)
Adjustments to reconcile operating income (loss)
to net cash provided by (used in) operating
activities:
Depreciation and amortization expense 1,337,835 110,853 1,247,493 2,843,191 2,747,025 8,286,397 2,097,627
Decrease (increase) in:
Accounts receivable 198,446 1,037 39,054 (29,781) 756,300 965,056 (13,607)
Due from other funds (3,606) (80) 130 139,911 8 136,363 (49,475)
Due from component units (1,411) (1,411) 57,104
Inventories 4,396 (5,164) (12,149) 16,292 3,375 1,765
Prepaid items 2,256 (337) 1,919 122,322
Increase (decrease) in:
Accounts payable 249,221 457 266,398 219,374 735,450 257,019
Accrued leave (21,608) (1,615) 2,284 (58,715) (79,654) (5,984)
Due to other funds 152,981 157,785 310,766 1,153
Other liabilities 8,314 (667) 45,150 3,743 366,831 423,371 7,899
Nonoperating revenues reported as
operating activity 32,677
Unearned revenue 8,117 (623,561) (615,444)
Accrued liabilities (52) (52)
Current liabilities payable from restricted
assets (459,456) (127,243) (586,699)
Current portion of long-term accrued claims
reported as operating activity 7,607,952
Due to/from other funds reported as
nonoperating activities (130) (139,909) (140,039)
Accounts receivable reported as
nonoperating activities 1,886
Long-term accrued leave reported as
operating activities (9,264) 44,956 35,692 5,238
Accounts payable reported as nonoperating
activities 175,613
Long-term accrued insurance claims
reported as operating activity 906,446
Other post employment benefits obligation
reported as operating activity 871,469
Prepaid items reported as nonoperating
activities (3,662) 337 (3,325) -
Net pension liability reported as operating
activity (659,894) (75,247) (1,666,430)  (2,401,571) (532,528)
Deferred Outflows & Inflows related to
pensions reported as operating activity 497,104 62,631 1,093,970 1,653,705 443,247
Total adjustments 1,600,944 241,524 1,139,147 2,689,860 3,052,424 8,723,899 11,987,823
Net cash provided by (used in) operating activities $ 3,614,513 $§  (232,310) $ 221,474 $ (1,093,012) $ 1971,899 $ 4,482,564 §$§ 1,923,467
Non-cash transactions affecting investing capital
and related financing activities:
Acquisition of capital assets through outside
capital contribution 58,437 58,437
Net increase (decrease) in fair value of
investments 139,815 139,815
Total non-cash transactions $ $ 58,437 $ 139,815 $ $ 198252 $

The notes to the financial statements are an integral part of this statement
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CITY OF HAMPTON, VIRGINIA
STATEMENT OF FIDUCIARY NET POSITION
June 30, 2015

Pension Trust

Hampton
Employees'
Retirement Agency
System Funds
ASSETS
Cash and cash equivalents $ 43,117 $ 689,450
Investments:
Bond mutual funds 45,196,015
Stock mutual funds 84,927,236
Receivables:
Accounts 14,580 9,189
Property, Plant, and Equipment
Office and operating equipment 7,342
Less accumulated depreciation (7,342)
Total assets $ 130,180,948 $ 698,639
DEFERRED OUTFLOWS OF
RESOURCES
Related to pensions 16,454 -
Total deferred outflows of
resources 16,454 -
LIABILITIES
Deposits $ $ 644,993
Accounts payable 16,168 53,646
Net pension liability 129,743 -
Total liabilities 145911 $ 698,639
DEFERRED INFLOWS OF
RESOURCES
Related to pensions 25,951 -
Total deferred inflows of
resources 25,951 -
NET POSITION

Net position held in trust for pension benefits

and other purposes

§ 130,025,540

The accompanying notes are an integral part of these financial statements.
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Exhibit A-10
CITY OF HAMPTON, VIRGINIA
STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
For the Year Ended June 30, 2015

Hampton Employees'
Retirement System

ADDITIONS
Investment income:
Net appreciation(depreciation) in fair value of investments $ 2,405,935
Dividends 2,955,749
Total investment earnings (losses) 5,361,684
Less investment expenses (16,415)
Net investment earnings (losses) 5,345,269
Employer contributions 8,880,839
Total additions (losses) 14,226,108
DEDUCTIONS
Benefits 17,040,171
Administrative expenses 277,505
Total deductions 17,317,676
Change in net position (3,091,568)
Net position, July 1, as restated 133,117,108
Net position, June 30 $ 130,025,540

The accompanying notes are an integral part of these financial statements.
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Exhibit A-11
CITY OF HAMPTON, VIRGINIA
COMBINING STATEMENT OF NET POSITION
DISCRETELY PRESENTED COMPONENT UNITS

June 30, 2015
Governmental
Activities Business Type Activities
Coliseum Downtown
Central Hampton
Economic Business Development
Development Improvement  Partnership,
School Board Authority District, Inc. Inc. Total
ASSETS
Cash and cash equivalents $ 13,050,529 $ 1,320,853 $ 993,440 $ 519,858 $§ 15,884,680
Cash with fiscal agent 10,296,535 1,684,298 11,980,833
Investments 19,968 278 20,246
Accounts receivable 321,341 46,014 260,048 113,381 740,784
Lease receivable 5,940,356 5,940,356
Due from primary government 7,187 7,187
Due from other governments 7,105,808 7,105,808
Inventories 138,798 138,798
Prepaid items 14,143 9,634 23,777
Temporarily restricted assets:

Cash and cash equivalents 1,466,921 1,466,921
Notes receivable 389,667 389,667
Land held for sale 7,041,877 7,041,877
Capital assets not being depreciated 5,111,045 15,802,769 20,913,814
Capital assets, net of accumulated depreciation 7,350,719 880,735 32,520 308,833 8,572,807

Total assets $ 43,401,930 $ 34,573,768 $ 1,300,151 $ 951,706 $ 80,227,555

DEFERRED OUTFLOWS OF RESOURCES
Related to pensions 20,086,429 20,086,429
Total deferred outflows of resources 20,086,429 - - - 20,086,429
LIABILITIES
Accounts payable and other liabilities $ 20,059,967 $ 1,360,640 $ 29,143 § 33,174 $ 21,482,924
Due to primary government 204,734 200,020 404,754
Unearned revenue 27,985 1,165,763 1,193,748
Notes and other long-term payables:

Due within one year 2,373,000 2,373,000

Due in more than one year 218,195,969 218,195,969
Bonds payable

Due within one year 686,603 686,603

Due in more than one year 4,335,289 4,335,289

Total liabilities 240,861,655 7,748,315 29,143 33,174 248,672,287

DEFERRED INFLOWS OF RESOURCES
Related to pensions 28,579,714 - - - 28,579,714
Total deferred inflows of resources 28,579,714 - - - 28,579,714
NET POSITION
Net investment in capital assets 12,461,764 16,683,504 32,520 308,833 29,486,621
Restricted for:

Bond indenture 1,466,921 1,466,921
Unrestricted (218,414,774) 8,675,028 1,238,488 609,699 (207,891,559)
Total net position $ (205,953,010) $ 26,825,453 § 1,271,008 $ 918,532 $ (176,938,017)

The accompanying notes are an integral part of these financial statements.
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Exhibit A-12

CITY OF HAMPTON, VIRGINIA
COMBINING STATEMENT OF ACTIVITIES
DISCRETELY PRESENTED COMPONENT UNITS
For the Year Ended June 30, 2015

Program Revenues Net (Expenses) Revenues and Changes in Net Position
Coliseum Downtown
Central Hampton
Operating Capital Grants Economic Business  Development
Charges for Grants and and Development Improvement — Partnership,
Functions/Programs Expenses Services Contributions Contributions School Board Authority District, Inc. Inc. Total
Governmental type activities
Public school system $ 220,727,045 $ 5,254,375 § 145,022,308 $ $ (70,450,362) $ $ $ $ (70,450,362)
Business type activities
Economic development 3,985,585 1,101,055 711,000 (2,173,530) (2,173,530)
Business improvement 946,857 579,104 (367,753) (367,753)
Downtown development 642,619 303,607 203,084 (135,928) (135,928)
Total component units $ 226,302,106 $ 7,238,141 § 145225392 $ 711,000 $ (70,450,362)$ (2,173,530) $  (367,753) $  (135,928) $ (73,127,573)
Payments from (to) City of Hampton 71,112,223 964,458 505,806 159,072 72,741,559
Investment earnings - 404,220 1,514 - 405,734
Miscellaneous 13,814 - - - 13,814
Total general revenues, special items and transfers 71,126,037 1,368,678 507,320 159,072 73,161,107
Change in net position
675,675 (804,852) 139,567 23,144 33,534
Net position, beginning, as restated (206,628,685) 27,630,305 1,131,441 895,388 (176,971,551)
Net position, ending $ (205,953,010)$ 26,825,453 $§ 1,271,008 $ 918,532 $ (176,938,017)

The accompanying notes are an integral part of these financial statements.

43



CITY OF HAMPTON, VIRGINIA
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

In 1610, the construction of Fort Henry and Fort Charles at the mouth of Hampton Creek marked the beginnings of
Hampton. In 1619, the settlers chose an English name for the community, Elizabeth City. The settlement was known as
Hampton as early as 1680, and in 1705 Hampton was recognized as a town. The City of Hampton (the City) was first
incorporated in 1849 and classified as a city of the second class in 1908. In 1952 Hampton, the independent town of
Phoebus and Elizabeth City County, encompassing Buckroe and Foxhill, were consolidated under one municipal
government and classified as a city of the first class.

The following is a summary of the significant accounting policies.

Reporting Entity

The accompanying financial statements present the City and its component units. These statements conform to
Generally Accepted Accounting Principles (GAAP) applicable to government units promulgated by the Governmental
Accounting Standards Board (GASB).

The City follows GASB Statement No. 34, Basic Financial Statements — and Management’s Discussion and Analysis
— for State and Local Governments (GASB No. 34). As a result of adopting GASB No. 34, the Comprehensive Annual
Financial Report includes Management’s Discussion and Analysis, Government-wide (Statement of Net Position and
Statement of Net Activities ) Financial Statements and Budgetary Comparison Schedules.

Component Unit Disclosures

The component units discussed in the following section are included in the City's reporting entity because the City is
financially accountable for these organizations, as defined in GASB Statement No. 61, The Financial Reporting
Entity: Omnibus an Amendment of GASB Statements No. 14 and No. 34, GASB Statement No. 14, The Reporting
Entity and GASB Statement No. 39, Determining Whether Certain Organizations are Component-Units. Each
discretely presented component unit is reported in a separate column in the government-wide financial statements to
emphasize that it is legally separate from the government.

Discretely Presented Component Units

Discretely presented component units are entities that are legally separate from the City, but for which the City is
financially accountable, and whose relationship with the City is such that exclusion would cause the City’s financial
statements to be misleading or incomplete. The discretely presented component units are: Hampton City School
Board, Hampton Economic Development Authority, Coliseum Central Business Improvement District, Inc. and
Downtown Hampton Development Partnership, Inc. All of these component units are considered major. They are
reported as a separate column in Exhibits A-1 and A-2 and are also presented in detail in Exhibits A-11 and A-12.

Hampton City School Board
The Hampton City School Board (School Board) is a legally separate entity which oversees the operations of and

establishes educational policies for the City's public school system. Seven School Board members are elected by the
voters of the City of Hampton. The School Board has no power to levy taxes or issue bonds. Its budget is subject to
approval by the City Council; however, Council only approves, rejects, or modifies the single amount requested by the
School Board. The City provides operating and capital funding to the School Board. Therefore, the School Board is
fiscally dependent and imposes specific financial burdens on the City. Combining statements for the School Board are
presented in Exhibits G-1 through G-3. The School Board does not issue separate financial statements.

Hampton Economic Development Authority
The Hampton Economic Development Authority (EDA) is a public corporation established under the Industrial

Development and Revenue Bond Act of the Commonwealth of Virginia, together along with ordinances adopted by
the City Council. The EDA was established to promote and develop trade within the City by inducing manufacturing,
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CITY OF HAMPTON, VIRGINIA
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES . continued:

industrial and commercial enterprises to locate or remain in the City. The EDA is included as a discretely presented
component unit because the City appoints the governing body of the EDA, funds the EDA's operating and capital
budgets and it receives all of the revenues derived from EDA land sales. The EDA does not issue separate financial
statements.

Coliseum Central Business Improvement District, Inc.

The Coliseum Central Business Improvement District, Inc. (Coliseum BID) was incorporated on January 22, 1996, to
promote, develop and market the Coliseum Central Business District in the City. Coliseum BID was created by action
of the City Council under provisions of the Code of Virginia. An additional tax is assessed on commercial real estate
located in the District to provide funds for the economic development of the District. City Council levies the additional
tax for the District and provides other funding for operations. Coliseum BID is included in the City’s reporting entity
because it is fiscally dependent and it imposes specific financial burdens on the City. A copy of the separately issued
financial statements for Coliseum BID may be obtained by writing to Coliseum BID, 2021 Cunningham Drive, Suite
101, Hampton, Virginia 23666 or by calling (757) 826-6351.

Downtown Hampton Development Partnership, Inc.
The Downtown Hampton Development Partnership, Inc. (Downtown Hampton) was incorporated on August 15, 1995,

to promote, develop, and market the Downtown Hampton Business Improvement District. Downtown Hampton was
created by action of the City Council under provisions of the Code of Virginia. The City assesses an additional tax on
the value of the commercial real estate located in the District to provide funds for the economic development of the
District. City Council levies the additional tax for the District and provides other funding for operations. Downtown
Hampton is included in the City’s reporting entity because it is fiscally dependent and it imposes specific financial
burdens on the City. A copy of the separately issued financial statements for Downtown Hampton may be obtained by
writing to Downtown Hampton Development Partnership, 756 Settlers Landing Road, Hampton, Virginia 23669 or by
calling (757) 727-1271.

Other Related Organizations

The financial statements of the following public organizations, commissions, authorities and boards are not included in
the reporting entity. These organizations are political subdivisions created under the laws of the Commonwealth of
Virginia. Their governing boards are appointed, at least in part, by the City. The City’s responsibility in most
instances is limited to pro rata representation through appointments to the governing boards. The individual governing
boards of the organizations appoint management, establish budgetary control and are accountable for their own fiscal
affairs including deficits, debt service, operating costs, etc. The City is not financially accountable for these
organizations.

Peninsula Airport Commission
The Peninsula Airport Commission (PAC) operates the Newport News/Williamsburg International Airport. Board

membership is allocated among and appointed by the various localities. The PAC's operating and capital expenditures,
including debt service, are financed by its operations and contributions from the participating localities. The City has
no budgetary authority, is not responsible for deficits or debt service and cannot set rates for services or uses of the
airport facilities.

Other

There are certain other agencies and commissions that service the City of Hampton and surrounding localities whose
board membership is allocated among and appointed by the various localities. These agencies include: Hampton
Roads Transit (HRT), Hampton Roads Planning District Commission (HRPDC), Virginia Peninsula Public Service
Authority (VPPSA), Hampton Roads Economic Development Alliance (HREDA) and the Peninsula Council for
Workforce Development (PCFWD). Expenditures of these agencies are financed by federal and state grants, fees, and
contributions. During the year ended June 30, 2015, the City provided operating and capital support of $4,258,090 to

45



CITY OF HAMPTON, VIRGINIA
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES . continued:

HRT, $155,115 to HRPDC, $10,000 to VPPSA, $129,994 to HREDA and $74,435 to PCFWD.

Jointly Governed Organizations

Hampton-Newport News Community Services Board
The City of Hampton has one jointly governed organization, the Hampton-Newport News Community Services Board

(CSB). The CSB operates as an agent for the Cities of Hampton and Newport News in the establishment and operation
of community mental health, mental retardation and substance abuse programs as provided for in Chapter 10 of Title
37.1 of the Code of Virginia, relating to the Virginia Department of Mental Health and Mental Retardation. The CSB
designates its own management and adopts its own budget. The operations are financed principally by state and
federal funds. The City provided operating support of $1,570,662 to the CSB during fiscal year 2015.

Government-wide and Fund Financial Statements

The government-wide reporting model (Exhibits A-1 and A-2) includes financial statements prepared using full
accrual accounting for all government activities. The government-wide financial statements, the Statement of Net
Position and the Statement of Activities, report information on all of the nonfiduciary activities of the City and its
component units. As a general rule, the effect of interfund activity has been removed from these statements.
Governmental activities, which are normally supported by taxes and intergovernmental revenues, are reported
separately from business-type activities, which rely primarily on fees and charges for services. The primary
government is reported separately from certain legally separate component units for which the primary government is
financially accountable.

Statement of Net Position

The Statement of Net Position (Exhibit A-1) is designed to display the financial position of the primary government
(governmental and business-type activities) and its discretely presented component units. Governments report all
capital assets, including infrastructure, in the government-wide Statement of Net Position and report depreciation
expense in the Statement of Activities. The net position of a government is displayed in three categories — net
investment in capital assets, restricted and unrestricted. Also included in the Statement of Net Position is long term
debt and obligations.

Statement of Activities

The government-wide Statement of Activities (Exhibit A-2) reports expenses and revenues in a format that focuses on
the cost of each of the government’s functions. The expenses of the individual functions are compared to the revenues
directly generated by the function through user fees or intergovernmental grants.

The Statement of Activities demonstrates the degree to which direct expenses of a given function or segment is offset
by program revenues. Program revenues include charges to customers who purchase, use or directly benefit from
goods, services or privileges provided by a given function or segment and grants and contributions that are restricted
to meet the operational and/or capital requirements of a particular function or segment. Taxes and other items that are
not included in program revenues are classified as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds and fiduciary funds. Major
individual governmental funds and major individual enterprise funds are reported as separate columns in the fund
financial statements. The City reports the following major governmental funds: the General, Economic Development
Special Revenue, Debt Service and Capital Project funds. The major enterprise funds are: Convention Center, The
Hamptons, Virginia Air and Space Center Museum, and Wastewater Management funds.

Basis of Accounting

The basis of accounting applied to a fund and the discretely presented component units is determined by the
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measurement focus. Basis of accounting refers to when revenues, expenditures (governmental) or expenses
(proprietary), transfers and the related assets and liabilities are recognized in the accounts and reported in the financial
statements.

The government-wide financial statements, all Proprietary Funds, the Pension Trust Fund, and Discretely Presented
Component Units are accounted for using the economic resources measurement focus. This measurement focus is the
same as that used by commercial enterprises. This approach includes not just current assets and liabilities (such as cash
and accounts payable) but also capital assets and long-term liabilities (such as buildings and infrastructures, including
bridges and roads, and general obligation debt). The accrual basis of accounting also reports all of the revenues and
cost of providing services each year, not just those received or paid in the current year or soon thereafter.

The accrual basis of accounting is followed in the government-wide financial statements, the Internal Service,
Enterprise, Fiduciary Funds and the Discretely Presented Component Units. Under this method of accounting,
revenues are recognized when earned and expenses are recognized when the related liability is incurred. Proprietary
funds distinguish operating revenues and expenses from non-operating items. Generally, operating revenues and
expenses result from services provided by or producing and delivering goods in connection with the proprietary fund’s
principal operations.

All Governmental Funds are accounted for using the current financial resources measurement focus and modified
accrual basis of accounting. This means that generally only current assets and current liabilities are reflected on their
balance sheets. Their operating statements present increases (revenues and other financing resources) and decreases
(expenditures and other financing uses) in net current assets.

Under the modified accrual basis of accounting, followed by the General, Special Revenue, Debt Service, and Capital
Projects Funds, revenues are recognized when they become both measurable and available to finance operations of the
current year. Revenues considered susceptible to accrual consist primarily of property taxes, certain grants and sales
and utility taxes. Accordingly, real and personal property taxes are recorded as revenue when levied and billed, net of
allowances for uncollectible amounts. Property taxes not collected within 45 days after year-end are reflected as
unearned revenue. Revenues from federal, state, and other grants, used to fund specific City expenditures, are
recorded at the time of receipt of notification of the grant. Revenues from general purpose grants are recognized in the
period to which the grant applies. Sales and utility taxes collected by the State or utility companies and subsequently
remitted to the City are recognized as revenue upon collection by the State or utility company, which is generally in the
month preceding receipt by the City. Licenses, permits, fines and rents are recorded as revenue when received.
Expenditures, other than interest and principal on long-term debt, are recorded as the related liabilities are incurred, if
measurable. Interest and principal on long-term debt are recognized when due. General capital asset acquisitions are
reported as expenditures in governmental funds. Issuance of long-term debt and acquisitions under capital leases are
reported as other financing sources.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use restricted resources
first, then unrestricted resources as they are needed.

Budgets and Budgetary Accounting
The City's procedures for establishing the budgetary data reflected in the financial statements for the General Fund and
School Operating Fund are as follows:

1. The City Manager submits to the City Council a recommended budget no later than April 15th, for the fiscal
year commencing the following July 1. The operating budget includes proposed expenditures and the means
of financing them.
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2. Public hearings are conducted by City Council to obtain taxpayer comments.
3. The budget is legally enacted through the passage of an ordinance by City Council no later than May 15th.
4. The City Manager or his/her designee is authorized to transfer budgeted amounts within departments within

the General Fund. Revisions that alter the total appropriations for a department must be approved by City
Council. Therefore, the level of control at which expenditures may not exceed appropriations is the total
expenditure level of each department. Transfers within the School Operating Fund are under the control of
the School Board.

5. Formal budgetary integration is employed as a management control device during the year for the General
Fund and School Board Component Unit Operating Fund.

6. Budgets for the General and School Board Component Unit Operating Fund are legally adopted on a basis
consistent with Generally Accepted Accounting Principles.

Budgeted amounts are as originally adopted or as amended by City Council and the School Board during fiscal year
2015. Unencumbered appropriations lapse at year-end in the General and School Operating Funds. Appropriations
which are encumbered at year-end are carried forward into the following year's appropriation to allow liquidation of
the encumbrances.

An annual budget is not adopted for the Debt Service Fund because effective control is alternatively achieved through
general obligation bond indenture provisions. Annual budgets are not employed for Capital Projects Fund and
Special Revenue Funds because each program grant or capital project is approved separately.

General Property Tax Calendar

Real property is assessed at fair market value as of July 1 of each year; personal property and public service
corporation properties (real and personal) are assessed as of January 1 of each year. Taxes are levied on a fiscal-year
basis for real property and a calendar year basis for personal property. Taxes are due and payable in two equal
installments on June 5th and December 5th.

Penalties are assessed at 10% of the tax due for real estate and personal property which are not paid by the due date.
Interest at 10% per year for real and personal property is charged on unpaid tax installments. A lien is recorded on all
real property with delinquent real estate taxes not paid within three years.

Encumbrances

Encumbrance accounting, under which purchase orders, contracts and other commitments for the expenditure of
monies are recorded in order to reserve that portion of the applicable appropriation, is employed as an extension of
formal budgetary integration in the General Fund and School Operating Fund. Encumbered amounts for specific
purposes for which amounts have not been previously restricted, committed or assigned will be reported within
committed or assigned fund balance, as appropriate.

Investments

Investments of the Hampton Employees' Retirement System are stated at fair value, except for short-term investments
which are stated at cost. All other investments are generally stated at fair value, except for short-term cash equivalents,
which are stated at cost.
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Receivables

Receivables of the General Fund are stated net of an allowance for uncollectible taxes of $1,433,622. Management has
determined that the allowance is sufficient to provide for any losses that may be sustained on realization of the
accounts receivable.

Inventories

The inventories reflected in the Enterprise Funds and School Funds consist principally of food items and items held for
resale and are valued at cost (first-in, first-out). The General Fund’s inventory consists of consumable supplies valued
at cost (first-in, first-out). The Internal Service Funds' inventories consist principally of expendable items held for
consumption and are valued by the average-cost method. Inventories are recognized as expenditures when consumed
or sold.

Prepaids
Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid items in

both government-wide and fund financial statements.

Land Held for Resale

Land held for resale by the Economic Development Authority (EDA) is stated at cost or, if donated, at fair market
value as of the date received. Development costs of the EDA are added to the cost of the land when incurred. Total
land and development costs are allocated to total saleable acreage under development and are charged to expenses on a
prorated basis when the land is sold.

Interfund Activity
Activity between funds that represents lending/borrowing arrangements outstanding at the end of the fiscal year are

referred to as “due to/from other funds” (current portion) or “advances to/from other funds” (non-current portion of
interfund loans). Any residual balances outstanding between governmental activities and business-type activities are
reported in the government-wide financial statements as internal balances (see note 3).

Restricted Assets
Restricted assets represent the following invested assets set aside in The Hamptons (Golf Course), Virginia Air and
Space Center (Museum), Convention Center, and discretely presented component unit — EDA:

Component
Convention Unit-
Center EDA
Restricted Assets
Cash:
Operating and Maintenance Account $ $ 245,864
Operating/Capital Reserve Fund 2,955,702 657,020
Bond Fund 22,254
Debt Service Reserve Fund 321,425 564,037
Investments:
Operating Reserve Fund 6,560,247
Bond Fund 1,631,505
Debt Service Reserve Fund 6,759,607

$ 18,250,740 § 1,466,921

The assets for Convention Center and EDA are classified as restricted since their use is limited by the Bond Trust
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Indenture.

Capital Assets
Capital assets, which include property, plant, equipment, infrastructure assets (e.g., roads, bridges, sidewalks, and

similar items), and intangible assets (e.g., easements and computer software), are reported at historical cost, or
estimated historical cost if actual cost is not available, less accumulated depreciation for the primary government in the
applicable governmental or business-type activities columns in the government-wide financial statements and in the
proprietary fund financial statements. Capital assets, other than computer equipment, computer software, and
infrastructure assets, are defined by the City as assets with an initial, individual cost of more than $2,500 and an
estimated useful life greater than one year. Computer equipment and computer software are capitalized when the
initial, individual cost exceeds $1,000 and $5,000, respectively. Infrastructure assets that meet the capitalization
threshold, generally $10,000, are capitalized and reported in the government-wide financial statements. Major outlays
for capital assets and improvements are capitalized as projects are constructed. Historical cost of self-constructed
infrastructure includes direct labor, direct materials and overhead costs allocated based on direct labor hours charged
to the project. Capital assets capitalized at a lower threshold continue to be reported on the basis of past practice. The
cost of normal maintenance and repairs that do not add to the value or materially extend asset lives are not capitalized.
Donated capital assets are recorded at estimated fair market value at the date of donation. When assets are retired or
otherwise disposed of, the related cost and accumulated depreciation are eliminated and any resulting gain or loss is
reflected as non-operating revenue or expense.

Capital assets are depreciated using the straight-line method over the following estimated useful lives:

Assets Years
Buildings and improvements 10-40
Improvements other than buildings 10-50
Equipment and computer software 3-20
Exhibits 7-10
Infrastructure 5-75
Landfill Percentage of completion

The City capitalizes interest costs on funds borrowed to finance the construction of capital assets in the proprietary
funds.

The Landfill in the Solid Waste fund is recorded at cost and amortized using the straight-line method based on tonnage
received in relation to total expected capacity.

The Hampton Employees’ Retirement System capitalizes equipment, other than computer equipment, over $2,500.
Computer equipment having a cost of $1,000 or more is capitalized. Capital assets are recorded at cost and
depreciation is recorded using the straight-line method over the estimated useful lives of the assets. The estimated
useful life of equipment is 3 — 20 years.

The capital assets of the discretely presented component units — School Board, Economic Development Authority,
Downtown Hampton Development Partnership, Inc., and the Coliseum Central Business Improvement District, Inc. are
stated at cost. Depreciation has been provided using the straight-line method over the estimated useful lives of the
assets.

Deferred outflows/inflows of resources
In addition to assets, the statement of financial position will sometimes report a separate section for deferred outflows
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of resources. This separate financial statement element, deferred outflows of resources, represents a consumption of
net position that applies to a future period(s) and so will not be recognized as an outflow of resources
(expense/expenditure) until then. The City has one item that qualifies for reporting in this category. It is the deferred
charge on refunding reported in the government-wide statement of net position. A deferred charge on refunding results
from the difference in the carrying value of refunded debt and its reacquisition price. This amount is deferred and
amortized over the shorter of the life of the refunded or refunding debt.

In addition to liabilities, the statement of financial position will sometimes report a separate section for deferred
inflows of resources. This separate financial statement element, deferred inflows of resources, represents an
acquisition of net position that applies to a future period(s) and so will not be recognized as an inflow of resources
(revenue) until that time. The City has two types of items, which arise only under a modified accrual basis of
accounting, that qualify for reporting in this category. Accordingly, unavailable revenue and property taxes collected
in advance are reported only in the governmental funds balance sheet. The governmental funds report unavailable
revenues from three sources: property taxes, charges for services and program income. These amounts are deferred
and recognized as an inflow of resources in the period that the amounts become available. The governmental funds
report revenues collected in advance from one source: property taxes. These amounts are deferred and recognized as
an inflow of resources when the taxes are levied.

Fund Balance

Fund balance is essentially the difference between the assets and liabilities reported in a governmental fund. There are
five separate components of fund balance, each of which identifies the extent to which the City of Hampton is bound to
honor constraints on the specific purpose for which amounts can be spent. The five categories are as follows:

Nonspendable Fund Balance — Includes amounts that cannot be spent because they are either (a) not in spendable form
or (b) legally or contractually required to be maintained intact. Examples would be inventory, long term receivables, or
a fund that is legally or contractually required to be maintained intact such as a permanent fund.

Restricted Fund Balance — Includes amounts that can be spent only for specific purposes as stipulated by constraints
imposed by either external creditors, grantors, laws or regulations of other governments or they are imposed by law
through constitutional provisions or enabling legislation.

Committed Fund Balance — Includes amounts that can only be used for specific purposes pursuant to a formal action of
the government’s highest level of decision-making authority.

Authority to Commit — Commitments for specific purposes require a formal action (resolution) of the City Council. A
majority vote is required to approve or remove a commitment. Committed amounts cannot be used for any other
purpose unless City Council removes or changes the specified use by taking the same type of action ( resolution).

Assigned Fund Balance — Includes amounts intended to be used by the City of Hampton for a specific purpose but do
not meet the criteria to be classified as restricted or committed. The intent should be expressed by the governing body
itself or an official or committee that the governing body has delegated the authority to assign amounts to be used for
specific purposes.

Authority to Assign — The City Council's fund balance policy has delegated to the City Manager and Director of
Finance the authority to assign amounts to be used for specific purposes; however, before the assigned funds can be
spent, such amounts, excluding appropriations related to encumbrances that are carried forward to the subsequent
fiscal year, must be appropriated by City Council.

Unassigned Fund Balance — The residual classification for the General Fund. This category represents fund balance
51



CITY OF HAMPTON, VIRGINIA
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2015

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES . continued:

that has not been restricted, committed or assigned to specific purposes within the General Fund.

When an expenditure is incurred for purposes for which both restricted and unrestricted (committed, assigned, or
unassigned) amounts are available, it shall be the policy of the City of Hampton to consider restricted amounts to have
been spent first.

When an expenditure is incurred for purposes for which amounts in any of the unrestricted fund balance classifications
could be used, it shall be the policy of the City of Hampton that committed amounts would be reduced first, followed
by assigned amounts and then unassigned amounts.

The Cit